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Dear Fellow Shareholders: . : L

2006 was yet another outstandmg year wrth aQuantive delivering annual revenue of $442 2 mllhon.
43% total increase and a 33% organic ipcrease over 2005, 'I‘hns represents the fourth year in a row that
aQuantive experienced orgamc growth of greater than 30%. As you can see in the graph following my leuer,
aQuantive’s cumulative shareholder return for the past five years outpaced both the NASDAQ Composite
Index and the RDG Internet Composite Index. We are in the early stages of the evolution of dlgttal marketing,
and we expect growth and momentum to continue..

In addition to striving to achieve significant growth in revenues and profits, we view every yeaf as an’
opportunity to prudently re-invest in the business. To spur momentum in 2007 and well beyond, in 2006 we
successfully executed 'an M&A strategy designed to help aQuantive even bettér serve our clients’ digital-
marketing needs in the future: we acquired five businesses’in domestic and intemational markets, significantly’
expanding our capabilities and our global reach. Clients have asked us to grow in a2 manner that helps them
create and establish new and deeper rclauonsh:ps with dlgnal consumers around the world We listened.

"Ina ]m]e over a year, Avenue A lRazorﬁsh has gone from bemg the Iargest mteracuve agency in the
U.S. 10 a truly, globa] service provider. In fact, we now have a presence in all seven of the top countries:
{ranked by online advertising spend) in the world. Atlas and DR]VEpm are,also growing globally Mcanwhile,
we are strategically and prudently increasing our level of invesiment in our people and capabllmes In 2006,
our workforce grew 44%, to 2,106 total employees. We increased investment in recruiting, training and
development, as well as in infrastructure and systems. We strengthened the positions of each of our businesses

- and enhanced our industry leadership position, while producing revenue growth spread across each of our three

husmcss units.,In 2006 we also dedicated resources to enhance our digital capabilities. For example e

. ln Avenue AIRazorﬁsh we created a fiew ‘Advanced Media Solutions group focused on helping- cllents
figre out the-inyriad of markenng oplrons in the rapidly changmg digital world. o

* Atlas was the first third-party ad servmg company 10 launch In-Stream Video fo s:mphfy lhe process of
placing video ads, and also is leading the,charge in emerging media, executing on wo in- ma.rket pnlols
for Video-on-Demand advertising, with Charter Cable and Sunflower Broadband.

« And in DRIVEpm, we continued to invest in scalmg the business, as revenue nearly doubled, growing
our sales force and investing in technology to further enhance our cutting-edge targeting capabilities.

Digital Marketing Services — the Avenue A | Razorfish family of digital agencies

Avenue A]Razorfish is the largest intéractive agency in the U.S. and the larges! buyer of online media
and paid search. Its full-service offering of digital advertising and Website design and development capabilities
continues to drive tremendous organic growth for the Digital Marketing Services (DMS) segment for
aQuantive. After successfully entering the UK. in December 2005 with the acquisition of interactive agency
DNA, in 2006 we acquired three additional digital agencies: Amnesia based in Australia (July); NEUE
DIGITALE.in Gérmany (August); and e-Crusade in China (October). In 2006, internationat represented 12%
of the DMS segment révenues. In January 2007 weé entered Japan, with the alliance that created -

Dentsu | Avenue A|Razorfish, And in March, we entered France with the acquisition ¢ of Duke Inleracnve By
uniting proven talent spanning scven major markets, Avenue A|Razorfish enhances capabrhues and accelerates
the rate of digital innovation. We are very cxcited by the prospects for global growth with our expandcd
family, and plan to continue our international expansion in 2007 and beyond. .-, : C g e

Going forward, with the investments made in capabilities and geographic cxpansion, 'Avenue AiRazorﬁsh
is well positioned to even better serve U.S.-based multinational clients, compete, more aggn:sswely for global
clients and participate in the mprd growth of digital marketing in markets outsuie the US.

]

Digital Marketing Technologies — Atlas nnd Accipiter

Growth in our Digital Marketing Technolog:es (DMT) Sepment was fueled by mcreased spendmg wnh
existing Atlas clients as well as new client wins. Increasingly, marketers are underslandmg that by managmg
and measuring all Web advertising (rich media, banners, search, and now, video) on a single ad-serving -
platform, ma.rkelers can obtain one single, 1ntegra(ed view of online digital marketing metrics, uncovenng
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insights across digital channels, and between brand and dir'ect-response marketing efforts.”-Atlas continued its
global expansion in 2006, with intemational representing 28%-of its revenues.

"
¥ !

In December, Allas expanded deeper into the publrsher sgl Jsrde by acquiring Aecrprter a leading
company in ad serving for publishers — a nawral extension for Atlas. Publishers have been asking us to
expand our offenng to beuer serve their needs, and we llstened With Acclpller Atlas can funher extend
business opportunities in more than 20 countries.

’ . P

Digital Performance Media — DRIVEpm, MedlaBmkers, Franchise Gator 3 _ -

Our Drgrla] Performancc Media (DPM) segmem which entered the year made up of DR[VEpm in the
U.S. and MediaBrokers in the U.K, continued its rapid growth in 2006 both domestically and abroad, with _
international representing 46% of its revenues., . : woo o . .

We acqurred Franchlse Gator in May, extending our pay-for-performance offering with a business focused
on driving online leads. Like Accipiter, Franchise Gator is a logical exténsion of its business area, leveraging a
great deal of the capabrlmes already resrdmg within aQuantive. It also lnu-oduces aQuantrve mlo anew -
business area, further enhanelng growth prospecls for DPM ; )

Looking Ahead - - - '

" As we enter 2007, we are still in the carly stages of a major shift from analog to digital itv the media and
advertising worlds. Thanks to our expanding group’ of talented employees and our strategic investments that '
anticipate and respond.to the needs of global marketers, we are well positioned to continue to play a key role

.in leading the digital transformation. At aQuantive, we are proud of our past accomplishments and even more

excrled and energized about the challenges and opponumues that lie ahead.
. b Lt .

" Thank you for your suppon and conunued mlcrest in. aQuanuve Cor ) '
FEE AR . . Y, . .ot * ] !
- . . ., ._Bestregards
- T P N Wl
e D - . .. .- Brian.McAndrews, . Ca e e )
. ;o G Presrdem and CEO
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. This Annual Report mciudes fonb&rrd'-loaklfig staremenrs wuhm rhe meamng of the Prtware Secunues '
ngauon Reform Acr of ! 995 Thls Act prowdes‘la safe harbor" for farward lookmg staremen:s ro encourage
companies, fo pmwde pmspecuve mfon-nauon about thfmselves so long as rhey ldermfy these staremerus as
farward lookmg and prawde meamngfu! caurionary statements ldennfymg impon‘anr factors rhar could cau.s'e
actual results fo dtﬁ'er from the projecred results, All statements other than statemems of hwronc;ai fact e
including statements regarding industry prospects and future results of operations or  financial position, " made
in this Annual Report are forward looking. We use words such as “anticipates,” “believes,” "expects,”

“future” and “intends” and similar, expressions to identify forward-looking statements: Forward:looking \ < :
statementis reflect management's current expectauom, plans or projections and are inherently uncertain. Our
actual’msulrs'nwy differ sighificiritly fmm managemcm 's'expéctations! plans or pfojections. Readers 'are
caufioned not'to place undue relianceé: on these forward-lookmg Statements, which speak only as of the date™'
hereof Genin risks'and uncénaintiés that could cause our actuil Fesuilts to differ signifi icantly from- e
mariagement’s expectations are described in the section’ entitied * Risk ‘Factors.” This section, along with othér
sections of this Anviual Report, déscribés some, but not ‘all; of thé factors-that could cause' actual results !o' "W
differ sigrificantlyfrom managemem - e.rpectanons -We-undeitaké no obligation to publicly release any -
revisions to these forward-looking statemenrs ‘that-thay bé made 16 réflect events-or circumstances- after the T
daté*hereof or to reflect thé occurrenice of iiniinticipated everits.' Readeérs are urged, hovever, 10 review the *
factors set forth in reports that we file from time to time with the Securities and Exchange Comm:ssmn Unless
rhe context requires otherwise in this Annual Report the terms “aQuanuve," rhe " Company." “we,” "us and '

“our” refer to aQuantive, Inc! and its subsidiaries. "' " '

ITEM L. BUSINESS, o v\ o' non e o v o et g v o ha et
Company Backgl‘ound and Overview' ' b 17w ool menn e
l‘ + . . J-, ‘d' L .t .:"' tl' t .y" ' .'u * 1] J " ’..J
aQuantive,-Inc., a Washington corporauon. is a leading. d1g|ta] markctmg company. with three d:sunct
lines. of business focuscd -on influencing, shapmg, and- proﬁong from-the dlgltal advcmsmg gconomy. -,

b, ,

From its bcgmnmg in, 1997 aQuanuvc has belleved in lhe marketmg power of dlglta] media and lhe
lmportance of, delwenng servuccs and technologles 1o dnve mcasurabic and accoumablc results on bcha]f of
clients,. A)s marketers Sh]fl budgets “from tradmonal to  digital mcgna and the mteractwc market cootmucs 1o
gain complexlty. we bchcvc our | expencncc in and focus on d)gltal markeung service and technology
innovation positions us to grow with the mdust.ry aQuantwe has the following three scgments that hclp
marketers acquire and,retain customers and. grow, their businesses across all digital media: CLoen

Dagual Marketing” Serwces (DMS)! Our DMS segmcnt conmsts of ‘Avenue AIRazorﬁsh and-a
number of ‘other mlemanonal aéencnes Avenue Al Razorﬁsh is.an mteracuve agency that prov1des a full-
service offering, 1ncludmg webgite development' mteracnvc markctmg and cieativé dcvclopmcm arid
branding. Qur DMS scgmcnl *3156 includés the interactive agencies DNA, located in London, United
Kingdom, Amnesia, in Sydney, Austraha Neue Digitale, in, Frankfurt, Germany, and eCrusade, with

as an mtcgratcd.onlmc busmess chapnel to bmld onc to -One I‘Cla(IOI'ISh]pS with thelr cuslomers - rangmg
from consumcrs and busmcss gustomers, to partners and employees v

f . o, T LA

.

Yob Drgual Markenng Teihnologies (DMT).” Our DMT: scgmem consists of ‘Atlas, a provnder of. dlgna]

marketing’ technologlcs-and ‘expertise. Atlas’s software suite ¢iiables agcnc1es "and enterprise marketers to
-+ manage‘their ‘entire-digitél markcung effort, mcludlng ‘planhing- campalgns displaying ads;-and optimizing
+* 3 their websites. In addition, select publishers utilize Atlas‘to’mandge digital advertising inventory. Our

web publishers an | ad serving solution that enables the publlsher s direct sales force to maxumze revenue
carncd from premium dispiay and text placemems e ot '

-

+

. FRETYTE BT T 5 LT L I P TR IR LAY LY A ¥ .
PRORE D:g:tal Performance Media (DPM) o.-OurDPM 'segment consists: of DRIVEpm MedJaBrokers and
* Franchise Gator. Both DRIVEpm and U.K.-based ‘MediaBrokers' are ‘online. advertising networks and

3

1ofﬁces in Hong Kong and Shanghal Chma Each, of lhese mtcractwc agencws help cllcnts use the Internet

DMT segment also includes Accipiter, a publisher-side ad serving technology provider. Accipiter'provides

ce e r———— -

P e e ———— -
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behavioral targeting businesses, serving as intermediaries between online publishers and advertisers by w¢
procuring online advertising inventory from publlshers and resellmg that inyentory to advcrtlsers on g
highly largeted basis, Franchlse Gator is an extension of the’ performance medla busmess, focused on the
" franchisé mdusl.ry, whith addresses chents nccds for oniine leads: Franclnse Gator- ‘helps | franchise " N e
ma:keters generate leads by presen!mg prospectwe franchisees with proﬁles of franchlse opponumues M

* “and businesses from a vanety of mdustry sectors, and i m “turn, prowdmg franchlsors wuh a cosl-effecuve ‘-

rno-de of l"renchuse markctmg ) N -.. ] .1 L e -_‘ L
- S -J Saen . ot e oty e, T
Dlgllal Markellng Servmm Ceveang o _r-‘: R T NS O
PR L e T A e 3 Ll
Our D1g|tal Markeung Semces segmem ;s composed of a numbcr of lnteracuve agencles the largest of -
which is Avenue A |Razorfish, ' which ‘has ofﬁces in\a number. of U.S. cmes. We have recently expanded the: ..
geographlc scope of .our DMS segment through; lhe acquisitions in 2006 of, Amnesia i in Sydney, Australia, .-
Neue Digitale in Frankfurt, Germany, and:eCrusade, in China (with offices.in Hong Kong and Shanghai), and
the acquisition in December 2005-of DNA-in London: All of these acquired companies are ful]-servu:e <
interactive agencies. By establishing a presence, in-these markets we are able to provide mlegrated sefvices o
our global brand clients, and to take advantage of opportunities. in the. rapidly growing. .European and Asian
markets. Each of these agencies design and dellver digital marketing solutions that attract, retain and service.
ourchenls .customers,. . T e . L
Avenue AIRazorﬁsh and our mternauonal agencres prov:de dlglta] marketmg semces pnmanly in the _'
following areas: '

» Customer-Focused Websites. Our agencies provide a wide range of website design arid-development * ¥
solutions, ranging from rich media experiences that build and enhance consumer brands, to sophisti-
. cated web-based applications that enable business-to-business commerce ‘and customer service. Out
approach to website design and development begins with an analysis of customer behaviors and -
motivations. This-analysis leads to defining customer segments, intentions and- goals, -which are merged
wnh a client’s busmess requ1rements to create a strategy that achleves our cllents objecuves and
enhances the experiénce of their customers, The goal of this-process is to delwer reIevant cotent and a

’ rewardmg interactive experience — qualities that help. capture and hold custorhers” attention. Our = **

) website soluuons utilize flexible tcchnology platforms ‘and analyues 16 allow chents to dynamlcally
. ad_|ust thelr websues in response“lo changmg cuslomer demands or market condmons : '

'

. . CE PR
> . . 1

‘s Enterprise Websités.” "Our agencies design and ‘develop enterprise solutions, including company * =~ **
intranets, partner extranets, d1g|tal dashboards. enlerpnse portals, eTrammg sites and knowledge

" fish’s enrerpnse soluuons are desfg'ﬁed to help orgamzatlons empower their employees and panners
with. necessary mformalmn to perform their jObS cfficlemly and effectwely . -

+ ot e T,

- h:teracuve Markermg Our agenc:es view the Intemet as'a powerful channc] for managmg customer
relatlonshlps Through media plannmg and buymg, search engme marketmg and opt:rmzauon emall
* cistomer targeting and proﬁlmg and advanced analyncs and opumlzanon ‘we enable markeiers to
personalize communications with customers, with' the ‘goal of enisuring that lhe nght messages reach the
right audience through the right media, Our-interactive solutions use sophisticated technology to allow -
-marketing to evolve with continued mteracnon with the user, deepening- relahonshlps with each
-~ interaction. We are-also able:to track campaign performance and apply sophisticated data modeling and
. analytics in order to couUnually optimize digital media and the creative. approach to achieve results for
our-customers, )
. T PR I T
e Creanve Develapmem ‘and Brandmg Our agencxes oﬁ'cr creauve development and brandmg to ensure
that the campaigns or websites we develop reflect the knowledge accumulated about our customers’
v target audience. Our goal is to create a powerful, emotional experienée that resonates with  customers
+from the first moment they-encounter a meéssage to their interaction with-the website, SR

s "o e, L P P N
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Digital Marketing: Technologles SRR i : -
Atlas offers digital markcung lechnology solutions for advertising agcncncs cnterpnse marketers (Iarge
companies who manage their own ‘marketing programs) and publishers. We provide advertising agencies and
enterprise marketers with online advcmsmg campaign manngemem rich medm search engine marketing, and
website optimization tools and services through our proprietary Atlas Digital Markeung Suite. Qur Atlas
Publisher is a technology product that enables select publishers to increase revenue by utilizing lower value

and remnant inventory. ' o

Oﬁennjgs for Advertisers: Designed to provide Jadvertising agencws and cnterpnse marketers with a
view of their marketing programs that ahgns with the way their audiences consume media on 1he Inlemel the
Artlas Digital Marketing Suite includes & variety of technologles nnd services 1o help plan,, managc wcw and
optimize campaigns, including:

» Atlas Media Console, a comprehensive end- to—end solution for managmg Internet’ ‘advertising. It
"inclisdes tools thut span the éntire campaign’ process, mcludmg media’ plannmg and buying, campmgn
delivery, and reporting and analytics. Our solutions are based on the needs of our customers and
advertisers who purchase media, or the “buy-side.”” We believe the buy-side focus of the Artlas Digital
Marketing Suite enables us to develop effective tools and services that meet the needs of our targel
customers, including large tradluonal advenlsmg agencies, specialty-interactive’advertising agenci€s and
cmerpnse markclers )

. . . _
« Atlas Rich Media, a full-featured set-of rich media technologies and services. It aIIows users (o deliver
expanding, floating, video and custom ads throughout the Internet. Atlas Rich Media is fully integrated
* ino the Atlas Media Console and offers agencies and-enterprise marketers unified reporting und -
optimization capabilities in addition to key rich media metrics, such as brand exposure time and cost
per minute of exposure. Quality assurance. preview and easy-creation too}s help ensure that the rich
c medna ads perform as expected.
. Al!as Sean:h an mtcgralcd search marketing and online campalgn management toolsel At allows search
. m:_arkctcrs -access (0 bidding, reporting, and optimization tools and services. The software provides a -
single interface for clients to manage the results of all their.active search.entries and keywords
side-by-side. Atlas Search provides clients with a relevant comparison across search engines so clients

may quickly determine the effectiveness of paid search marketing .programs and the revenue generation '

of cach program,

* Atlas Site Optimization, a website usability offering, combmmg technology with the expertise of our

_staff. I tracks website behavior and improves usablluy and conversion rates (the rate at which a-
pzmlcular client’s objective with respect to its customers is achieved) through data-driven analysis and
recommendations. Atlas Site Opnmzanon diagnoses elements that need to be changed to improve
conversion rates and then provides a platform for measuring the performance of those elements in
various combinations through testing multiple vaniables.

Offerings for Publishers: Atlas and the recently acquired Accipiter offer sophisficated technology to -
Internet publnshcrs for the management and opumnzatmn of their online advenmng sales, including:

* Accipiter AdManager, a comprehensive end-to-end solution for managmg the delivery of Intermet
advertising. AdManager allows our clients 10 increase targeting capabilities, speed ad delivéry, and
menitor and control inventory projections in real-time. AdManager’s flexible architecture provides*
innovative online ad management technologies both as an outsourced solution (AdManager Hosted) and
as a pubhsher-hosted soluuon (AdManager L:censed)

{2 : ' M

K Accnprrer AdMarkel, an automated inventory: management soluuon o help pubhshers transact efficiently
with small and mid-sized advertisers. AdMarker allows our clients to create a text ad marketplace for
advértisers.to bid for placements directly on its site. Each client can establish the rate structure for its
own site, and select the placement categories, page and content areas to make available 1o adventisers.

5




revenue and lower costs associated with pcrformancc focuscd advcmsers Ar!as Publisher can work as a

stand-aione ad serving ‘system-or in conjuncuon with | our other’ publlsher lools. ora pubhsher s exlsung

. system. As’ B feature-rich, ana]yucally-soph|sI|caled series of modulés, the Arlas Pubhsher syslem hclps'
wr s:mphfy the challcnges pubhshcrs facc whcn serving dlrect murkclers )

KT y . TR A .-"-..- A

P L e Y NP A EPLEI . g e LIFR v PR W,

Digital Performance Media ) _ e

~ Our Dlgllal Performancc N‘ledm segmem mcludcs busmesses usmg soph:sucated technolog)r and lndusu‘y .
expertise o prov1dc pcrt'ormance based markeung opponumucs to dur clu:ms Thls segmenl mcludcs our o

online advemsmg networks DRIVEpm and MédiaBrokers and Franchise Gator. "t . . .
o [ £ ) B
DRIVEpm and MediaBrokers: . DRIVEpm and MediaBrokers are¢ online advertising networks that serve
as intermediaries beiween online, publtshcrs and ndvcmsc:s by procunng onimc .advertising mvcntory pnmanly
from’ pubhshers and resellmg that mvenlory lo advcmscrs on a. hlghly targeled | basns

.'4
) . 'y T e . i--f

DR]VEprn and McdlaBrokcrs provide a. broad array of vanables that adverllsers can use lo target
polenual customers, usmg dala.we acquire, lhrough various relanonshlps mcludmg our: relauonshlp wlth Atlas.
i These variables allow us to build campaigns for our clients that focus ad impressions on lho,s'c users t.hal fita
' predetermined customer segment. Among these targeting variables are remessaging to past pdrcﬁasers or

previous visifors, geographic and demographic segmentation information, recericy:and frequency, time of day

data, Internet service provider or domain names, and connection«speeds. These variables may be layered to

‘ create the, custom: targets our C|ICI‘I[S'dCbII‘C Our: largetmg offering is'sold .primarily on a Cost.Per Thousand
ImIJressmns (CPM) L4 O ST S TR T T 1 SRR

]

. _ * Atlas Publisher, a highly-scalable ad serving solution focused solely on helping publishéfs maximize. ..
|

. . PR Fr— S . . a2 .
oLk T & . 1 ) !

DRlVEpm and MediaBrokers also provtde our cllcms wlth the ability to reach lhexr cuslomcrs on a Cost
Per Action (CPA), Cost Per Click (CPC), CPM or a hybrid pricing structure. This allows clients to na.me the
ideal price to pay for an action, click’ or impression and to control the costs assotiated with that action.” '
Advertisitig volume for a client is determined based on their willingness (o' pay compared with- other clients
within the DRIVEpm and MediaBrokers networks. We ‘allow-our clients to modify the price or bid’ they are
willing to pay 10 help increase overall- voliime and performance. Rather than guaranteeing overall- -~volumie of
ads 1o be served, we allow clierits'to maxithize their markéting budget by paying only when their desired
action occurs. . ot Tl

Franchise Gator: ~ Franchise Gator is an Inlcmel-based franchxse pay for performance markeung serwce.
Via its website, www. franchlsegator com, Franchise Gator presents prospective franchxsccs with ‘profilés of
hundreds of Icadmg franchise’ opporlumucs ‘and busmesses from 100+ 1ndustry SECLOFs, ln tum anclusc
Gnlor prowdcs franchlsorb with a quahly. cost-cffecuve mode of franchtse markelmg

[ L L S

Sales.and Marketing -~ = . . c e . . R T

PR LY P L LI T I

We use a variety of marketing methods to build awareness of our digital ‘Tarketing servicés and "
technologies in our target markets and to establish' credibility and leadership.in the marketplace. These
methods include marketing.materials, advertising, press coverage and other public relations effonts, direct
marketing, trade shows, seminars and conferences, relationships,with recognized industry analysts,- panner
| programs and our websites. -« . R Lo C .

Our interactive agencies atiract clients primarily through a consuliative approach, using our client service
teams to propose integratéd-solutions for clients’ Internet advertising and consulting needs. Atlas,” Accipiter
ond Franchise Gator attract clients primarily through their respective domestic and international sales forces.
DRIVEpm'and MediaBrokers attract new clients primarily through referrals from existing' Avenue A }Razorfish
and Atlas:clients, and through their.domestic and international sales forces... -+ ¢ .t . '

Voot T
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Customers.. - -~ 1. " . g ‘le . vttt " L

Leataae

_ " Since we were founded in 1997, we have sold online marketing products or services 10 numerous
agencies; marketers and publishers in.a wnde range of industries. One customer repmscnled apprommatc}y
10%,:11% and 13% of our revenue in 2006 2005 and 2004, respectively. - , "+ - .. -

Dig:rai Marketing Services. Our agencies serve clients across a variety of industry sectors, pnmanly
targeting Fortune 1000 clients with large and complex online marketing requirements. Our clients include
companies in the financial services, travel and entertainment, retail, consumer packaged goods; pharmaceut:cal
technology and telecommumcatlons sectors. |

D:gual Marketmg Technologies.” * Our Atlas technology offermgs are'sold.to three target customer groups:
Interactive agencies utilize Atlas to manage and deliver online campaigns on behalf. of their clients. Enterprise
marketérs uullze Atlas to ‘manage and deliver their own online campaugns Finally, publishers utilize Acc1plter
services (0 manage delwcry of prcmxum mvcmory, and A!las Pubhsher to maxlmlze revenue and lower cosls

assocnatcd with performance focused marketers o

]

oy D:gual Perfonnance Medla +Customers of DRIVEpm and MednaBrokers are primarily interactive ...~
agencies and direct advcmsers Customers of Franchise Gator are pnmanly companies offering franchtsc r o
opportunities. o, i

. e . g o

Competition . P

We believe that the principal competitive factors affecting the market. for:Internet advertising services and
tools are data analysis capabilitics, quality of client service,. strategy, breadth and quality of ad serving
technology, functionality and price. We believe we compete favorably with respect to all these factors. Our,
ability to continue.to.compete favorably,ls subject to a number of. factors identified in the section titled “Risk-

Factors” below. S Lo - T A I N L ALt

.

Our digital marketing-services segment,competes, primarily with companies t.hé_lt offer interactive,
advertising and digital marketing :services., Currem competitors include: . .« . e e

"+ Interactivé’ advemsmg agcncu:s mcludmg [nlcrnct advcmsmg arriis of traditional advcmsmg agencies,’
and ‘other compamcs that provide markenng services, such ds Agcncy com Carat Dlgual Edge, Dngltas
Euro RSCG aD, Grey Dlgltal Marketmg and Ogllvy Interacuve )

* t v,

. chhnology system mlcgrators in* Lhe dlgnal markctmg services markcl such as IBM Global Soluuons.
and Accenture. e g N R P Coee ‘.

" Our dlgltﬂl markctmg tcchnologles segmem competes pnmanly wnth five catcgones of compemors

P R

L Thlrd ‘party ad serving companies and campaign managemcnt technolugy compamcs. such as Double- -
Click and ValueClick. b e A :

Pubhsher ad serving companies, such as DoubleClick and 24!7 Real Medla

. Scarch management tool providers, such as Dnd it and Bthank oo .

o ' ' PR .

. Rlch Media tool provndcrs siichras, Eycblastcr and PointRoll. g u'., e . P

. Websnte usablllty and effecnveness metrics tool prov:dcrs such as Kcynotc Systcms Opumost and o
Offcrmanca e . . , ; a

l_ ¥ R AR SR TR ew ! R

oyt

- Our digital performance media segmem competes pnmanly with  providers of pcrformancc media-in three'

catcgones ..
Ve T . EEE AN F RN o . Ve, - ot

* Online advertising networks and aggregamrs such ‘as Advertising.com and ValueClick; BURST' Media
and Tnbal Fusmn. as well as Marchcx s lnduslryBralns. Qungo and Kanoodlc

§ - PR '

. Pubhsher tool provnders, such as TACODA Systems and Revcnue Sc1encc T
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. Companiés that provide broad distribution of advertising across the Internet such as AOL, MSN. Yahoo
and Google. : . . . .

Funther, our digital pcrformancc media Ime of business, through Franchise Gator, competes with other
marketers offering franchise information and cpportinities, such as Franchise Solutions, Franchise Opportuni-
ties and Bl_SQN. .

’ - .
4 . b - St + B ] . "

L

Inteltectual Property

To protect our proprietary rights, we rely on a combination of copyright, trademark, patent and trade
secret laws, confidentiality agreements with our employees and consultants, and conﬁdenualuy provisions in
.our vendor and client agreements.
“ We have obtained U.S. and international trademark registri:lion for, among others, “AQUANTIVE,” _
“ATLAS," “AVENUE A," “RAZORFISH,” and “DRIVE PERFORMANCE MEDIA." We also seek to protect
our proprietary rights through patent protection, and have more than ten pending patent applications in the
United States for aspects of our technologies, processes and methods. To date we own two issued U.S. patents,
one of which was issued in 1999, and the othcr in 2006. In addition, we hold licenses to several patents owned
by third parties.

Privacy

‘We consider the personal privacy of Internet users to be of paramount importance. By working with our
clients, advertisers, businéss partners and data companies, we aim 1o protect Internet user privacy through :
reasonable technological and business process solutions. Our corporate privacy team works to ensure that
effective privacy policies dnd procedures are in place and enforéed. The privacy team is engaged in numerous
privacy organizations and trade groups to ensure that we are using the best khpwn practices in Intemet privacy.

Our privacy policies include provisions for, among other technologies, “cookies” and “Web Beacons,”
also known as action tags or 1x1 pixet gifs, which we may use'to measure the effectivencss of our clienis’
advertising campaigns, A cookie is a small file of information stored on a user’s computer that allows us to
recognize that vser's browser when we serve advertisements or Web Beacons. A Web Beacon functions -
similarly to a banner ad, except that the Web Beacon is not usually visible. Our Weh Beacons may be placed
on specific pages of our clients’ websites. These technologies allow us to collect non- personal information,’
which is used to.track advertising effectiveness and to reduce the amount of ads that users see repeatedly.
They can also enhance the Internet experience for the user by increasing the fevel of personalization and |
relevant content on the Intemet. The cookies we usc in connection with ad serving and reporting are not used
to identify an individual user or gather personal information. Users who do not wish to have us collect
information .using-cookies on their computers can opt out using an opt out link provided on our Atlas website,
or via the Network Advertising Initiative, of which Atlas is a founding member. . - K

Company H:story and Recent Acqunsmons

We-were founded in 1997 under the name of Avenue A, Inc. and mcorporated in Febmary 1998 as a
Washington corporation, Our initial public offering took place in February 2000. In 2001, we established
separate business units, DMS and DMT, whereby Atlas could sell the proprietary campaign managemen|
technology developed through Avenue A to other agencies and direct advertisers. In 2003, we renamed the

- company aQuantive, Inc. and established Avenue A and Atlas as subsidiaries. In early 2004, our third business
unit, DPM, was formed. Avenue A-has since been rcbi'anded as Avenue A |Razorfish,

Over the years, aQuam:vc has grown lhrough a combmat:on of orgamc growth and acquisitions. Our
recent acquisitions include:

» The acquisition in ‘December 2006 of Accipiter Solutions, a publlsher -side ad scrvmg lechnology
provider. : - :




Ll

v+ * The acquisition in October 2006 of Hong Kong-based eCrusade, an interactive advertising and web
development agency that was incorporaled into our DMS segment while retaining its brand identity

* The acquisition in August 2006 of Germany -based Neue Digitale, an interactive advemsmg and web
development agency that was incorporated into our DMS segment while-retaining its brand ideritity.

= The acquisition in July 2006 of Amnesia, an Australia-based interactive adventising and web devclop-.
ment agency that was incorporated into our DMS segment while retaining its brand identity. -

+ The acquisition in May 2006 of Franchise Gator’pcrférmance media provider that was incorporated into
our DPM segment while reuumng its brand |dcnmy

+» The acquisition in December 2005 of U.K.-based DNA, an interactive advertising and web development
agency-that was mcorporated into our DMS segment while retaining its-brand ideatity.

» The acquisition in July 2004 of SBI.Razorfish, an [nternet marketing, web development, design and

v+ consulting firm. We combined. its-capabilities with Avenue A, rebranding the combined agency as
Avenue A|Razorfish.

* The acquisition in July 2004 of U.K.-based TechnologyBrokers and MediaBrokers. Prior to the
acquisition, TechnologyBrokers was the sole provider of sales and client support for Atlas customers in
Europe and subsequent to the acquisition it has been renamed Atlas Europe. MediaBrokers purchases

and resells publisher inventory 1o advertisers on a targeted basis and is now the European arm of our
DPM business unit.

+ The acquisition in February 2004 of NetConversions, a wcbsue usablluy technology pmv:der whlch
has bccu incorporated into the Atlas business as Atlas Site Optimization.

Employees ) i

As of December 31, 2006, we had 2,106 employees. We believe that we have good relationships with our
employees. None of our emp]oyees is represented under a collective bargaining agreement or by a union. We
believe that our future success will depend in pan on our ‘ability 10 attract, integrate, retain and motivate highly
skilled" personncl and upon the continued service of our senior management.

‘Website A.ccess to ﬁeporté ' - S ‘ ' o
' [

Our corporale websue address is wwwaquannve com and our pcnodlc and current rcports and amend:
ments to thosc reports, are available, free.of charge, on our website as soon as reasonably practicable after
such ‘material is electromcally filed w:th or furnished to, the SEC. The mformauon conlmned on our website ,
is. nol a part of this Annual Repon.

1 f . ) T . P

Item 1A. Rt'skFaclars : o S “ o, . .
" You should carefully consider the following factors that'may dffect our busmess Juture operating resuhs
and fi nancm! condition, as well as other information included in this Annual Report. The risks and
uncertamnes described below are noi the only ones we face Additional risks and unceriainties not presently’
known 10 us or that we currently deem immaterial also may impair our busmess operations. If any of the

Sfollowing risks actually occur, our business, financial condition and operating results could be materially
adversely affected.

-

. Fu * . - M L]
We are subject to nsks Jrequently cncoun!ered by companies. in the Internet marketing and advemsmg
_ mdusrry SR ' .o .

Our prospccts for ﬁnancml and operational success must be' conmdered in ltght of the nisks frcquemly
encounlercd by companu:s in the’ Imcmct markctmg and adveftising mdustry 'I'hese nsks mcludc thc need to:

* auract ncw clients'and maimain current-client relauonshlps. '

ve T
)
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. achieve effective advertising campaign ri:sulrs for our clients; .- ° - . . L. L,
* continue to expand the number of services and lcchnologles we oﬁ'cr
. successfully |mp|emcnt our “business modcl Wthh is evolv:ng.' '

« respond to pricing pressure in some of our lines of business;
. . st ) R < .

* maintain ourireputation and build trust with-our clients; and  -.: ¢ .
" » identify, attract, retain and motivate qualiﬁéd personnel. oo

If we do not successfully address these risks, our business could suffer.”

Our operating results may fluctuate from gudrter to guarter.and we cannot assure you that we will be
pmﬁmbk m subsequem quarters

., N R e b ' Lir

" Qur revenue, expenses and operating. results could vary mgmﬁcamiy from quaner to quarter-for several
reasons, including: .

« addition of new clients or -Ioss of, current clients; v f L

e seasonal ﬂuctualxons in advemsmg spendnng,

. mmng variations on the pant of advertisers with regard to- 1mplcmentmg advemsmg campannS' .

» changes in the avallabuluy and pncmg of advcmsmg space. o

it * ' . ot

« fiming’ and dmount of our cosls,

. - PR

* costs related to any possible future acqulsmons of technologies or busmesse%

+ changes in revenue contribution by our business lines, which hlsmncally have hnd varying opérating
margms.and' ey - T )

. tlmmg in lhe completlon of web dcvelopment pl’OjCClS or in the’ recognmon of revcnue on thosc
" projects.

. HE e [P TR

Fluctuations in our quarterly operating results and seasonality may cause our, sto.-:k pn‘cc lo dech'ne.

Our quarterly operalmg results have ﬂucmalcd in the past and are likely to continue to do so in thc
future. 1t is possible that in'the futdre‘cur operating results in a partiéular quarter or quarters-will not nieet the
expectations of socunncs analysts, investors or us, If our operaung results fail o meet these cxpectauons. the
market price of our common stock could decline. ‘A% is typicdl in our mdustry, certain aspects of our busmcss
may experience seasonality. For example, our first calendar quarter is impacted by relatively owér web media

_ advertising expenditures, while we typically benefit in our fourth quarter from increased advertising expendi-

tures. Other portions of our business have somewhat different seasonal patterns. In addition, our margins in-the
first quarter are impacted by compensation increases and other expenses typically incurred in that quarter, To
date, our quarterly revenue growth. ‘has largely masked any seasonality effects; howcver scasonaluy may have
a more pronounced effect on our operalmg results in the future. We believe, that, quaner-to-quancr comparisons
of our operating rcsults are not a good indication of our future pcrformancc and should not be. relied upon to ,
predict the futurc performance of our stock price. - . .

We may not be able to compete successfully in the market for Internet advertising. !

The market.for Internet advertising and consulting services is.competitive: In the digital' marKeting
services segment, Avenue A|Razorfish competes with interactive advertising agencies, including [nternet
advcmsmg arms, of traditional advemsmg agencies, and other companies that prowde marketing services, such
as Agency com Caral Digital Edgc, [}Lguas. Eurg RSCG 4D, Grey, Dlgltal Markeung and Ogllvy Interactive.
We also compete in the digiial’ marketing services market with several lechnology system mtegrators such as’
IBM Global Solutions and Accenture. Cur digital marketing technologies, through Atlas, compete with third-
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" We currently do nol use hedgmg mstruments to mmgatc forergn currency exchange nsks

party ad serving .companies and campaign' management technology companies, such as DoubleClick'and - .
ValueClick, and Rich Media tool providers, such as Eyeblastér and Pointroll. In addition, the' Atlas Search ...«
offering competes with providers of search management capabilities, such as Did-it and Bid Rank, and Ailas
Site 'Optimization- competes -witli:providers: of website usability and effectivenesd metrics.tools, such'as . ... -
Keynote Systems; Optimost and Offermatica.. Our-digital performance medig; through: DRIVEpm and . - -
MediaBrokers, competes with providers of performance media such as Advertising.com and. ValueClick,+: v
BURST’ Medla .and Tribal Fusmn as, well as Marchex’s lndustryBrams Quigo and Kanoodle; publisher tool
prowders such as TACODA Systems and Revenue Science; and compames that provrde broad dlstnbuuon of
advcmsmg across lhc lntcmet such as AOL MSN; Yahoo and Google Further ouf digital performance medla
line ojfgbusmess. through Franchlse Gator c!ompetes wrth other ‘marketers oﬁ'erlng franchlse mformauon and '
opponunmes such as Franchlse Soluuons Franchlse Opportunmes and BISON '

. ] v
FR B toats .

Many of our competitors have longcr- operating histories, greater name rccogmtlon, larger-clierit basesand-

significantly greater financial, technicdl' and marketing resources than ‘we have."Also, many of our current and -
potential competitors‘have established or may establish coopérative relationships among themselves or with,
third parties. In addition, sevéral of our competitors-have:combined or may combine in the future with la:ger !
companie$' with gréater resources than ours: These:competitors-may engage in-more ‘extensivesresearch and ¢
development, undertake more far-reaching markéting campaigns and make more ‘attractive offers to existing -
and potential:émployees and clients than.we do. They could also adopt- more aggressive pricing policies and
may even provide services similar to ours at no additional cost by bundling them with their other product and-

.service offerings. They may also develop services that are equal or superior to our services or that achieve

greatér. market acceptance than our-services. Iicreased competition‘is likely-to result'in price reductions,
reduced margins and loss of market share. We cannot assure _you that'we wrll be able to compete successfully,
and compeutwc pressurcs may. harm our busmess. .

AT . e T ool

*In addition, our ablluy to maintain existing client relauonshlps and generate new clients will depend 0a
significant degre¢ on-the quality of éur‘sérvices and our repittation among clients and’potential clients, as
compared with our'¢ompetitors, To the extent we lose clients to our compcmors because of dissatisfaction: +*-
with’our. servnces or-because our reputatlon is ha:med for any other'reason, our businéss- could‘ be negauvely

. .t

affeclcd : ""\ i " Iy , A ' e | A o 'i"-' i LAY
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' Our operating results and the growth of our business could be harmed qf we do not successfully manage
our international operanons. .

(R} [ R A | e DS L S L e Tt PR TN .
We have ofﬁces in a number of countries in Asia, Europe and Ausuaha, arid'we market, sell and-- -
distribute our products and services m a number of forergn countries. We have limited experience in managing
forelgn operatlons, in developrng Iocalwed versrons of our products and in marketmg, sellmg and dlstrlbutmg
our products and semces mu:mauonally Our forezgn 0pcrall()ns SI.lb_]CCT us to foreign currency cxchange nsks.'

[

L - L 0 ' S R A

- We belrcve mlemat:onal markets represent Tong- tcnn growth opportunities for us. and therefore, intend:to

make "additiona! investments to support-international growth. into European and Asian’markets, We'cannot «. ¢
assure you that we will be successful'in these.efforts. Our international-expansion will -require’ management’s
attention and resources and will subject us to foreign cumrency exchange risks and the laws of foreign - -
jurisdictions. These laws may change, or new, more restrictive laws may be enacted in the future Wthh may
limit gur-ability.to do business.in these countries. Failure to comply with.applicable forelgn faws and .
regulations could result in liability. Internaticnal litigation is often expensive.and time- consummg and could
dlsu'act management s atlennon away from the operz_monr of the busmess

[ | M, g T

- Imematlonal operations are SI.ijCCl to other-inherent nsks. mcludmg, but not limited:to, the impact-of
recessions in economies-oulside the United States, changes in' and!differences -between domestic and foreign-
regulatory requirements; advertising practices and Internet usage, reduced protection for intellectual property

‘rights’in some-countries, potentially adverse tax!consequences, difficulties and costs of staffing and managing .

foreign operations, political and- economic -instability ‘and-seasonal reductions in business’ activity. We may *
need to develop expertise in thé operation of thie advertising business in foreign markets’and we may be *

1
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unable to do so. Qur failure 10 address these risks adequately could materially and advcrscly affect our
business, resutts of operanons and financial condition.- AR Lot

. . . .
te A ' ’ '

Consohdanon of Internet adverusmg networks, web porlals Internet search engme sites and web publtsh-
ers may impair ‘our ability 1o serve advcmsements, to acquire advemsmg space at favorab!e rates and to .
collect campaign' data. . AR

The consolidation of Internet adverusmg networks, web ponals. Intemet scarch engine Sites and web
publlshers. and mcreasmg industry prcsence of compnmcs such as Google, could harm our busmess This lype
of consolidation could eventually lead to a concemrauon of dcsnrable advertising space on a very small,
number of networks and websites. This type of conccmrauon could substantially impair our ability to scrvc
advertisements if these networks or websites decidé not to permit us 1o serve, track or manage advertisements
on their websites, or if they.develop ad placement systems that are not compatible with, our ad serving
systems. These networks or websites could also use their grealer, bargaining power 10 increase their rates for
advertising space. or prohibit or limit our aggregation of advertising campaign data. In addition, concentration
of desirable advertising space in a small number of networks and websites could-diminish the value of our -
advertising campaign databases, as the value of these databases depends to some degree on the continuous
aggregation of data from advertising campaigns on a variety of different advertising. networks and websites,
Further, major networks and publishers can terminate our abllny to serve advertisements on their propemcs on
short notice. : :

. KO ' 1 "
The loss of a major client or a reducnon in a major chent s Internet.advertising or marketmg budger
could significantly reduce our revenue and profitability. - . L PR TR A

Qur business would be harmed by the loss of any of our major'clii:nls, a reduction in the Iniemnet
adventising or marketing budgets of any of these cliemts or any significant reduction in revenue and profits
generated from.these clients, Current clients may decide not to continue purchasing advertising or marketing
services from us or may significanly reduce their adventising ar marketing spending, and we may not be able
10 successfully attract additional clients. For example, in tuly 2003, a major client discontinued its use of most
of our services. A single customer accounted for 10%, 11% and 13% of our revenues in 2006, 2005 and 2004,
respectively. In addition, the non-payment of amounts due to us from one or more of our significant clients -
could harm our business. . . ,

Our client contracts have short termination periods, and the loss.of a sugmﬁcant one of these conrrac!s in
a short period of time would -harm our business.

We derwe a s:gmﬁcant poruon of our revenue from the sale of advemsmg ser\uces under advcmsmg
campalgn services contracts, all of which are lermmuble upon 90 days® or less nolice. In dddluon these
contracts generally do not contain penalty provnsnonq for termination’ before the end of the conlmcl term. A
significant portion of our revenue is derived from the provision of Internet marketing and consu!nng services,
which tend-to be project based.and terminable on short notice. The non-renewal, termination-or deferral of a
significant number of these contracts or the-termination or defemral of engagements for Internet marketing and
consulting services in any one pcnod could cause an immediate and significant decline in our revenue and . -,
harm our business. - - .l : .- ; '

The Internet advernsmg or marketmg market may de!enomre, or develop more stowly :han expecred
which could harm our business. .- . T

If the market for Internet advertising or marketing deteriorates, or develops more slowly thar we expect,.
our business could suffer. Qur future success is highly dependent on an increase in the use of the Internet, the
commitment of advertisers and marketers to the Internet as an advertising and marketing medium, the
willingness of our potential clients to outsource their Internet advertising and marketing needs,.and our ability
to sell iechnology services to advertising agencies. The Internet advenising and marketing market is relauvcly
new and rapidly evolving. As a result, demand and market acceptance for Internet advertising, marketing and.
technology. services is uncertain. Many of our current or. potential clients have little or no experience using the

v

12




Iniemnet for adventising or marketing purposes and have allocated only a limited portion of their advertising or
marketing budgets 1o Internet advertising or marketing. Also, we must compete with traditional advenising
media, including television, radio, cable and print, for a share of our clients’ total advertising budgets.

Businesses, including current and potential clients, may find Internet advertising or markcung to be less
effective than traditional advertising media or marketing ‘methods for promoting their products and services;’
and therefore_ the market for Internet advertising, marketing and technnlogy services may deteriorate or
develop more slowly than expected. In addition, “filter” software programs are available that limit or prevent
adverusmg from being delivered 10 an Internet user’s computer Further, legitimate online busmesses may not
be able to adequately protect and dlsungmsh themselves from those who are pursuing 1llegal activities using
the internet. The widespread adoption of “filter” software, or the inability of legitimate businesses to address’
challenges to lhc online advertising business modcl posed by acuvmes such as click fraud, could significantly
undermmc the commercial vmblhty of Inteipet advcmsmg and senously harm our business.

Acquisitions or investments may be uusuccessful and may divert our management’s aﬂennon and

consume s:gmﬁcanr resources. . . .

] L PR

We have completed several acquisitions in recent years and we may in the future acqulre or make
investments in other businesses, or acquire products and technologies, to complement our current businesses.
Any future acquisition or investment may require us (o use mgmﬁcnm amounts of cash, issuc polcnually
dlluuvc equity sccurities or incur debt. In addition, acqulsmons mvolvc numcrous risks, any of which could
hann our busmess. including:

« difficulties in mtcgraung thc operations, technologles services and personnel of acqu:red businesses;

.. mcffecnvcncss or mcompaublllty of acqunred technologles or semces,
* additional financing requm:d to make contingent paymernts; - L e
. unavmlab:hly of favorable financing for future acquisitions;
o polenual loss of key employees of acqum:d businesses;
+ inability to “maintain the key busincsls. r'elal@onsl}_ips nn!i !he reputations of aéqtlxii'ed businesses;

+ responsibility for liabilities of acquired businesses;

« diversion of management’s ancmmn from olhcr business conccms SR
anl . y +
.+ inability to maintain our standards controls, procedures and policies, - Wthh could affect our ubnluy 10
. * ' receive an unqualified attestation from our independent dccountants regardmg management’s required
* assessment of the effectiveness of oir internal control structure and procedures' for financial
reporting; and : I : '
- 4 as gty b - e

« _-mcrcasedfxedcosts I ) v . ,

We may not be able 1o adap! to rapzdly changmg Inlemel technology rrends and evolvmg mdusfry
standards.

The Internet and Internet advememg markets are' characterized by rapidly changing technologles evolvmg
industry standards, fréquent new product and service introductions and changmg client demands, particularly’
in'the areas of search marketing and rich media. The introduction of new products and services embodying
new technologies and the emergence of new industry standards may render our services obsolete. Our future
success will depend on our ability to adapt to rapidly changing technologies, “enhance our existing Iniemnet
advertising services and develop and introduce a variety of new services to address our clients’ changing’ -
demands. We may experience difficulties that could delay or prevent the successful design, development, ™
introduction or marketing .of our services or that cause ‘our development costs (o be higher than anllc:lpated In
addition, any new services or'enhancements. must meet the requlremems of our currént clients and must
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achieve market acceptance. Material delays in introducing new services and enhancements may cause clu:ms-
to discontinue use of our services and to use lhc services of our competitors , - ‘ o -

! “le 4l v oy . ' b, . ot [P

Internet users may eliminate, the placement of cookies through their Internet browser or, limit the
fuucnonahty of cookies througb third party software, . C .

Users may limit or éliminate the placcment '6f cookies on their computcrs by using thlrd-party soflwan:
that blocks cookies,’ or by disablirig or restricting lhc ‘cookie funcuons of their Intémet browser'software, ~
Internet’ browser software upgrades may also result in limitations on the Use of cookies or Web "Beacons (also’
known as acllon tags) Tschnologlcs like the Platform for Privacy Preferences (P3P) Project may limit
collection of cookie”and ‘Web Beacon mformauon 'I"hese factors could limit or eliminate our ability to use
cookie or Web Beacon lechnology. ‘which may harm our business by advcrscly affeclmg our ability to conduct
targeted advertising campaigns and compllc data to formulate campaign stratégies and measure the effectivé-
ness of these campaigns.

. W " . Lt E R . K " tee L L.

We may be subject to legal claims, government action, and damage to our reputation if we, or our tlients,
vendors, or associates, act or are perceived to act inconsistently with the law, customer expectations, or
our privacy policies. o ) e o

.

Legal claims or govemmem action could Ilmn or ehmmate our ablllty to conducl largcted advcmsmg
campaigns and comptlc data that we usc to formulaté campalgn strategies and’ measure campaign eﬁ'cctlvenen
for our clieats, including limitations on our use of cookie or action tag technology: “Third parties may bnng
class action lawsuits against us and other companies relating to online privacy and data collection. We' disclose
our information collection and dissemination practices in a published privacy statement on our websites, and
we may be subject to claims if we act or are perceived to act inconsistently with these published policiés.” Any
claims or inquiries could require significant monetary and human resources, and,the outcome of such g_laims
or inquiries may be uncertain and may harm our business.

We may be held liable for the failure of our clients, vendors or business associates to comply with
federal, state, and foreign laws governing consumer privacy as well as their own privacy policies. We cannot
ensurc that our clients, vcndors and busincss associates »ytll comply with vanous privacy laws or lhcnr own
privacy pohcnes, and we may be héid liable for their failure to do so.

e .
.

We may be subject to patent infringement claims in the future, including claims that our ad serving
technologies, processes or merhods mfnnge the patems of other parties.

.r .

Palcnts have bccn 1ssucd to third, pamcs lhat may cover some of the lechnologles processes or mcthods
lhat we use, We cannot assure you that we would be. ablc to distinguish our lcchnologles. processes or mcthods
from those covered under any of these third- -party patents or that these patents would be mvahdalcd if
challenged. The patent field covering Intemet-related technologies is rapidly. evolving and surrounded by a
great deal of uncertainty, and other patents or patent applications relating to the delivery of Intemet advertising

.

_may exist of which we are unaware.

Several companies 'in the Intemet advertising field have brought patent infringement suits against =~
competitors in connection with patents refating to ad serving technologies, and we expect this type of litigation
to increase in the future. In addition,»we.may be subject.to indemnification claims from ‘our clients if palcnt
mfnngemem claims rclaung to-our web development work are brought against them by third partics. Any -
patent infringement claims brought against us may cause us to incur significant expenses and, if successfully .

_asserted against us,.-may cause us to.pay substantial damages.and prevent us from using the intellectual

property subject.to these claims. Even if.we were to prevail,.any litigation would likely be costly and time-
consuming and divert the attention of our management and key personnel from our business opcrations. ..
Furthernmore, as a result of a patent infringement suit, we may be prevented from providing-some of our. ; -,
services, including our core ad serving services, unless we enter into royalty or license, agreements. We may
not be able to obtain royalty .or license agreements.on terms acceptable to us, if at all.
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G We: may' be subject to trademark infringement claims and-other legal challenges;-which could cause us to
mcur significant expenses, pay substanrwl damages and prevent us from using our trademarks. - .

* Qur use of our lrademarks may result in mfnngemem claims and other legal challcngcs wh:ch could
cause us to incuf s1gmﬁcant expcnscs.,pay Subslanlml damages and' prevcm us from using these marks. We._ are
aware of third parties that use marks ‘or naimes, including Internet domam names, that are the same or smular N
to the names for which we have sought trademark protection. There may be other third parties using names
similar to ours of whom we are unaware. As a result of any infringement claims or challenges, we may 1ncur
s;gmf’ jcant expenses, pay substantial damages and be prevénted frotn using our tradémarks unless we enter
into royalty, license or coexistence agreements. We may not be able to obtain such royalty, licensé or '

. - coexislence agreements on‘terms acceptable to us, if at.all. Use of" our trademarks by third parties may also
- cause confusion to our clients and confusnon in the market which could dccrcase the value of our. brand and

harm our reputation. . L P T SR S PR . :

. aro vy LR 1 '
In addman to palcm aud :rademark claims, !htrd pames may assert other mtellectual pmperry claims,
which may.cause us to incur significant expenses, pay substantial damages and be prevented from .
providing our services. .., . a4 .t M T L

-

In addition to patent and trademark claims, third parties may claim that' we are infringing or violating
their ottier intcllectual property rights, including their copyrights and trade secrets, or otherwise challenge our
intellectual property, which may cause us to incur significant expenses and, if successfully asserted against us,
pay substantial damages and be prevented from providing our services. Even if we were 10 prevail, any
Imgauon regarding our intellectual property could be costly and time-consuming and, dlvcn the attention of
our management and key personnel from our business operations. Furthermore, as a resull of an intellectual
propeny challengc we may be prcventcd from provndmg some of our, services unlcss wc cnlcr into royalty,
license or coexistence ngrcemem:. We may nol be able 1o, obtain such royally, llcense or coexlstencc '
agrccmems on terms acceptable 1o us, |f at all C . e e .

. . ' . . . o o
Failure of our services to perform properly or improper use of our services by our. clients could give rise
to legal claims against us or damage our reputation. ’

If our services fail to perfarm properly for our clients, we may be expased to'liability to our clients or to
the customers for whom our clients used,our services. We may also be subject to liability if we are unable to
adequately 1dcnufy and address invalid activity on the Internet, such as click fraud, the effects of ad blocking
software, or actions of other 1llegal or legitimate lnlcmel technologles that uffccts’ the services we pcrform for
clients or the manner in which we bill clients. In addmon our clients may use, our. technology-based scrvncee 3
ina manncr that fails to comply wuh appl:cablc laws, mcludmg but not hmncd t laws and regulations . ¥
surroundmg thc Intermiet. For cxamplc, because our services may be used by chems 10 transmit mformauon
over the lmcmcl. our scrvnccs mlght be used by clients to ransmit information ‘that violates Iaws or
regulauons. or to transmit negative messages, unauthorized rcproducuon of ‘copyrighted malcrml maccuratc
data, harmful applications or compuler viruses to end-users in the course of delivery. Any claims made against
us arising 'in connection with our clients’ use of our services, regardless of their ouicome, may cause us to
incur significant expenses and divent the attention of our management and key personnel from business !
operations. In addition, such-claims may require us to pay substantial damages, modify or discontinue.some of
our services and otherwise seriously harm our. busmess and damage our rcpulauon v S

i e i 'K

The tass of key personnel'or any mabxhry to attract and reiain addmoual personnet could ampatr our
ability to maintain or expand our business. : : -

The loss of the scmces of members of our managemem team or other key pcrsonncl could harm our, s
business. Our future success depends 1o a significant extent on the continued service of our key managemem
client service, product development, sales and technical personnel. We do not maintain key - person lifev. *
insurance on any of our executive officers and do not intend to purchase any in the future. Although we =
generally enter into non-competition agreemenis with our employees our business could be harmcd if one’or
more ‘of our officers or. key employees decided to join a competitor or otherwise compete with us.
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* provisions that we are unwilling to accept. T

t  Qur business of delivering Internet professional services is dependent upon.the expertise' of highly skilled
personnel, Accordingly, our future success also depends in'large part on our ability to identify, -attract; hire, ..
train, retain and motivate hnghly skilled personncl who can provnde the Internet strategy, technology, marketing
and crealwc skills required by our clients. "If we fail to hire ‘and retain a: sufﬁcncm numbcr of qualified client
service, product deve]opmem sa]cs and techmcal personne\ we may no'l be, ab]e to maintain or expand our
busmess ' -
'

L , L . - ~

Our busmess may be harmed :)" we fax! to accumtely csumate the cost scopc, expectauom or duratwn of,
.a ﬁ.red fee .engagement.

;o S . IR o :
-The website’ design and dcvelopment portion of our dlgltal ma.rkctmg -services business performs some - °
services on a fixed fec basis. Becausc_of the complexity of many’ of these fixed fee engagements, accurately®

. estimating the cost, scope, expectations and duration of a particular fixed fee engagement can be a difficult-*

task. If we fail to appropriately structure fixed fee engagements, we could be forced to devote additional
resources. to these engagements :for.which we will not receive-hdditional compensation. To the extent that an
expenditure -of additional resources is required on a fixed fee engagement, this could result in & loss on the
engagcmcm This has occurrcd occasmnally in the past and may occur in the future. . .

. . . S G ,
Chents may anempl to prohibu us from pmvidmg services to :he;r campeutors, luumng our busmess
opportunities. I e . ) . . . .

[ o

To use gur scrvuccs more effecuvcly, clients often provide us with “¢onfidential’ businiess and markeung
information. Many companies are wary 'of third parties havmg access 1o'this information, because access by "

third parties increases the risk’ that confidential business and markelmg mformatlon may become known, even

if unintentionally, to these companies” competitors. These conﬁdem:ahty concerns may prompt our clients 10
attempt to contractually prohibit us from managing the Intemnet- advemsmg campaigns of their competitors, -
Limitation.of our client base in a particular industry in this manner could limit thé growth of our business. In°
addition, we may be unable to work for some potentlal customcrs bccause lhey require restrlclwc exclusivity

+

bty T . b S, -,'.
New privacy legislation, industry standards, and other regulations could adve‘réely affect our business.

New federal and state legmiauon or regulations could Lismit our abmty to conduct targeted advcmsmg
campaigns and compllc data, including limitations on our use of caokic or Web’ Beacon technology that we
use to formulate campangn strategies and measure campaigri eftecuvencss. The USS. Congress and state )
legislatures may enact legislation aimed at regulating the collecuon and use. of data from lnleme& users. For
example, initial drafts of proposcd legislation intended to rcgulatc spywarc also covcrcd lechnologms like
cookies and Web Beacons in addmon Committees of both the U.S.Senate and House of Repn:semauvcs have
conducted hearings regardmg user’ proﬁlmg, the collection of non-pcrsonally 1dcnuﬁable mformahon and
online privacy and maiters that relate to our business.

K3 ] PR T Tt

New legislation or regulations in the European Union and other countries could also llmu our ability to-.
conduct largcled advertising ¢campaigns and compile data. The European Union has adopted a directive . .
addressing data privacy that limits the collection, disclosure; and use of information regarding European - -
Internet users. The European Union has -also enacted an electronic communications: directive that imposes :
certain restrictions on the use of cookies and Web Beacons and also places restrictions on the sending of
unsolicited comrhunications. It is possible that to comply with these directives, European Union member .
countries may enact legislation limiting the use of cookies and Web.Beacons. In addition,-countries bothsin
and out of the European Union may enact legislation around online pnvacy and data collecuon For example,

Germany has xmposed its own laws ||mmng Imcmct user proﬁ!:ng o
" N U

lndustry groups to whnch we belong may adopt more. burdensome privacy relaled -guidelines, comphancc
with which mdy adversely affect our business. We are a member of the Network Advertising Initiative (NAD),
the Email Sender and Provider Coalition (ESPC); and other industry groups that have.published guidelines
telating to the collection and use of Internet user jinformation. If these groups adopt more-stringent privacy. : .
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standards than those currently in place, compliance with these standards may limit our ability to conduct .
targeted advertising campaigns and measure campaign effectiveness. These limitations, and any | hmltauons

_ansmg from new lcglslauon or regulauons. could materially and adversely aﬂ‘cct us.

" Our s!ock price kas been and may cannmlw to be vaIauIe.

4

The trading price of our common.stock has becn and.is likely to continue to be highly volaulc. For -
example, during 2006, the sales price of .our common stock ranged from $19.56 10-$29.94 per share. The
market'price of our common stock may ﬂuctuute significantly in response to a ‘number. of factors, including:

LR . v

» ‘quarnterly variations in our operating rcsulls ' -

s announcements by us or our competitors of new products ¢r services, S|gmﬁc.mt contracts acqu:smons
or business relationships with other companies; . w o .o

o * . ’ . * 4
+ publicity about our company, our services, our competitors or Internet advertising in gencral; .

.
F}

T addmons or depanures of key personnel
e acqmsulons or losses of significam clients; §e E , . S RS
. releases fo the public of ﬁ_narjcial and ?lher infom:ation ‘About cdmpupic; vfe fﬁve acquircg];

-+ any future sales of our common stock or othef-securitics; and ;- . - A o

* siock market pnce and volume ﬂuctuauons of other pubhcly tradcd compamcs in general and in
_ particular, those that are ]ntcmct or advertising related.

: . . oo
In the past, many compames that have experienced volatility in the market price of their-stock have been
subject to securities class action litigation, We have been the subject of securities class action litigation in the
past and may be the target of additional lawsuits in the-future. Any securities class action litigation .against us
could result in substantial costs and dwcn our managcment 5 atlcmlon from busmcss concerns, Wthh could
harm our busmess - . , !
Sustained or repeated system fatlures coutd s:gmﬁcanlly tmpmr our operanons and lead to cheu!

dtssansfacrton.
. i

Sustained or repeated system failures could significantly impair our operations and reduce the attractive-
ness of.our services 10 our current and potential clients. The continuous and uninterrupted performance of our
systems is critical to our success. Qur, operations depend on our ability 1o protect these systeshs against
damage from fire, power loss, water damage, earthquakes, telecommunications failures, viruses, vandalism and
other malicious acts and similar unexpected adverse events. Clients may become dissatisfied by any system
faiture that interrupts our abiljty to provide our services to them. In- particular, the failure of our ad serving
systems, including failures that delay or prevent the delivery of targeted advertisements Lo websiles and
adventising networks. could reduce client samfacuon and damage our rcputauon

Our services are substantially dependent on, ccrtam Systems prowded by third parties over whom we have
little control. Interruptions in our services could result from the failure of telecommunications. prowden and
other third parties to provide the necessary. daty communications cnpacuy in the time frame required. Our ad
serving systems and computer hardware are pnman]y located in the Seatile, Washington metropolitan area and
in Weehawken, New Jersey, Dallas, Texas, Boston, Massachusetis and London, England at facilities .operated
by Savvis, Inc., AT&T Inc. nnd MCI Worldcom Communications, Inc. Additionally, Akamal Technologies,
provides content delivery for us at its facilities. We depend on these third-party providers of Interet -
communication services to provide conlmuous and uninterrupted service. We also depend upon Interet service
providers that provide access to our services. In the past, we have oc.casmnally cxpcnenced significant
difficulties delivering advertisements to Internet advertising networks and websites due 10 system ' failures
unrelated 10 our own systems. Any disruption in the Internet access provided by third-party providers 'or any
failure of third-party providers to handle higher volumes of user traffic could lmpalr our ability to deliver
advertisements and- harm our business. - S o

* )
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We have significant debt as a result of the sale of convertible notes. ~ . . .. S b

In August and Scptember 2004 we incurred $80.0 million of mdebtcdncss lhrough thc sale of convertible
notes, substantially all of the proceeds of which were used to repay in full certain indebtedness incurred in -
connection with the closing of the acquisition of SBI.Razorfish in July 2004. As a result of this mdeblcdncss
we have substantial principal and interest payment obhganons which we prcv10us|y did not have. The degree
to which we are leveraged could materially and adversely affect our.ability to obtain financing for working
capital, acquisitions: or other-purposes and could make us'more vulnerdble to industry downturns and o
compelitive pressures: OQur ability to meet our debt service obligations will depend-on our future performance,
which will be subject to financial, business and other factors dffcctmg our, operations, many of whu:h are
beyond our control

L . T - R . . R ¥

We may need additional j:inancing in the future, which we may be unable to obtain.* ' .o

We may need additional. funds to finance our operations in the. future, as well as to enhance ‘our’services,
respond to compelitive pressures or acquire complementary businesses or technologies. We may be unablc to
obtain financing on terms favorable to us, if at all. Poor financial results, unanticipated expenses or
unanticipated opportunities that require financial commitments could give rise to additional financing require-
ments sooner than we expect. lf we ralsc additjonal funds through the issuance of equity or convertible debt

* securities, this may reduce the perccntage ownershlp of our existing shareholders, and these securities might

have rights, preferences or privileges senior'to those of our common stock: Debt financing may also require us
to comply with restrictive covenants that could impair our business and financial ﬂex:bxl:ty If adequate funds
are not available or are not available on acceptable terms, our abllny to enhance our services, respond io
compelitive pressures or take zdvantage of busmcss opportumucs would be 51gmf' icantly limited, and we might
nced 10 mgmﬁcantly restrict our operations. - : " N .
A L W * . T t. et
We rely on‘srmteg:c retatwnshlps that could be lermmated. N .
’ "1 ' .
In the website desugn and devclnpmem pomon of our dlgnal markeung serv:ces we havc a, number of '
strategic relationships with leading hardware and software companies. The loss of any one of these strategic
relationships would deprive us of the opportunity to gain carly access to leading-edge technology, coopera-
tively market producls with the vendor, cross-sell additional services and gain enhanced access to vendor
trmining and support. Maintenance of our strategic relationships is based primarily on an ongoing mutual
business.opportunity and a good overalt working relationship. The legal contracts associated with these
relationships would‘not be sufficient to force the strategic relationship to continue effectively if the strategic
partner wanted to terminate the relationship. In the event that any slnteglc refationship is terminated, our
business may be negauvcly affeclcd oo . . ' TR

' . . . ’ L. | - [
W . -

The :nﬁ1ngem¢nt or misuse of mtellecmal propeny nghts cou!d harm our business. e ‘e
We regard our intellectual property rights,-such as copynghls trademarks tradc secrets, pracuces and
tools, as important to our success. To protect our intellectual property rights, we rely on a combination of
trademark and copyright law, tradé $ecret protection and confidentiality agre€ments and other contractual
arrangements with our employees, affilidtes, clients, strategic panners, acquisition targets and others. Effective
trademark, copyright and trade secret protection may not be available in every country in which we intend to
offer our services.'The steps we have taken to protect our intellectual property rights may not be adequate,
third parties may mfrmgc or m:sappropnalc our intellectual property nghts nnd we'may not be able to delcct

unaulhonzcd use and mkc appropnatc steps to enfon:e our rights, ' S
", WA ! Lt

If we do not perform to our chents e.rpectanans, we face polennal lwbmty

Many of our consu!ung engagcments repgarding website design and. develt)pmcnt in-our digital markelmg
services business:involve the development, implementation and.maintenance of applications that are critical to.
the operations of our clients’ businesses. Qur failuretor inability to meet a client’s éxpectations in the - -« .
performance of its services could injure our business reputation or result in a claim for substantial damages

*
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agamst us, regardless of our responsibility for the failure..in addition, we possess technologies and content that
may include confidential or proprietary client information. Although we have implemented policies 10 prevent.
this client information from being disclosed to unauthorized parties or used inappropriately, any unauthorized
disclosyre or use of this information could result in a claim for substantial damages. .Contractual damages
limitation provisions that we attempt to lmplcmcm lo limit our damages from negligent acts, errors, mistakes
Or OMmissions in rendcnng profcssmnal services may not be enforceable or may not mhcrw:se pro!ccz us from
liability for damages. : Pt ' L

v o b . ,"-“ ’ . ' . . . . .- . ' e M . 4

Many of our engagemenls are comphcared projecis that inivolve the usé of new rechnology, whcch may
‘make lt dw' cult for us to ped'ann to !he saasfacnan of our chents.

. .Chenls often hire us for complcx developmem engagcmems that .they cannot complete themsclvcs These,
projects-often involve the uge of new technology that has not been extensively tested or used in actual . .
applications. We attempt- to’negotiate appropriate provisions into our professional- services agreements to
protect us-against unexpected delays or failures caused by this new technology, but we are often unable to do.
s0. In any.cvent, if we fail to successfully.complete projects according.to,the agreed upon schedule and
budget; our client relationships suffer, and-our business could be adversely. 1mpactcd . e b

o ot L . P . . \ " 0. .

Our business.may suffer if we have. duputes over.our right to reuse mleﬂecrual property’ developed for

specific clients. ST A - AR S . oo

Part of our business involves the development of software applications for, discrete client engagements.
Ownership of client-specific software is generally reiained by the client, although we typzcally retain the right
to reuse some of. the applications, processes and other intellectual property developed in connection with client
engagements. Issues relating 1o the rights to intellectual property can be complicated, and disputes may arisc:
that could adversely affect our ability to reuse these applications, processes and other intellectual property.
These disputes could damage our relationships with our clients and our business reputation, divert our

management's aucntion and have a material adverse effect on our busincss.
) . : . e L,

.
[ -

Our billable employees may be underuuhzed which could reduce -OUT revenues and margms

'I'he wcbsne ch|gn and devclopmenl portion of our dlgual markeling servnces busmess denvcs much of
its revenue from projects that use billable employees. II' chcnts who use our services fail to retain us for future
projects or if clients or pmSpecllve clients delay planncd pro;ccts we may | be unable to qmckly reassign .
billable cmployees to other engagements so as 10 minimize- undcr-uuhzauon of thesg-employees. This under-
uuhzauon could reduce our revenues and gross mdrgms

If we fail to maintain an effemve system'of mlerna! conlrols we may Rot bc able to accurately reporr )
our ﬁnancml results'or prevem fraud T e ‘

Eﬂ'ecuve internal comrols are necessary for us to prowde rellable ﬁnancml rcpons and ef'fecuvely prevent
fraud. Any mablllty to prov:dc reliable financial reports or prevent fraud could harm our business. The
Sarbanes-Oxley 'Act of 2002 fequires managcmcnt and our auditors to evaluate and assess the effectivéness of
our internal controls, These Sarbanes-Oxley requirements may be modified, supplemented or amended from '
tiié to'time. Implementing thesé'changes miay 1ake a significant amount of time and may require specific -
complnance training of our persoinel. We have in° the pdst discovered, and may in the futuré discover, areas of
our-internal controls that need improveinent.: If we or our auditors discover a'material weakness, the ‘disclosure
of that fact, even if quickly remedied, could reduce the market's confidence in our financial sigiements and
harm our stock price. We may not be able to effectively and timely implement necessary control changes. and
employee training to ensure continued compliancc with lhc Sarbanes-Oxley Aci and other regulatory and
reporting requirements. Qur rapid growth in recent pcnods our anticipated geographic expansion and our
planned expansion through additional acquisitions present challenges to maintain the internal control and
disclosure control standards applicable to public companies. If we fail to maintain effective internal controls °
we coiild be subject to regulatory. scrutiny and sanctions, -oir ability to recognize revenue coutd be impaired
and investors could lose confidence: in the accuracy and completeness of our financial reports.. We cannot

»
Hh
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assure you that we will be.able to fully comply with the-requirements of the Sarbanes-Oxley Act or that

management or our auditors will conclude that our iniernal controls are effeclivc in future periods. .
Our business may be seriously harmcd by litigation al!egmg vwlanons of federal and state securmes
laws. o .

We and some of lhc underwritcrs of our initial public offering of co'mmon smck in Fcbruéry 2000 are,
defendants in a consolidared class action lawsuit that alleges violations of federal securities laws in connection
with our initial public offering. Razorfish is similarly involved in this lawsuit relating to its public offering in
April 1999, The claims in the lawsuit include, among other things, allcganons of mlsrcprcsemallons or failures
to disclose alleged facts relating to the defendant underwriters’ compensation and commissions in’ connection
with our initial public offering and alleged agreements ‘between the underwriters and their customers relating
to future purchases of ‘our stock and/or the stock of other companies. In 2003 we accepted a settlement, which
still must be granted final approval by the court. In February 2005 the court gave preliminary approval of the
motion for approval of the settlement,’over the objections of the co-defendant underwriters. The Tinal -
scttlement remains subject to the court’s decision on final approval and cannot-be assured. Class action
lirigation is often expensive and time-consuming, and the outcome of such itigation is oftén uncertain. Such
lawsuits, regardless of their outcome, may cause us to incur significant expenses and divert the attention of our
management.and key personnel from our business operations. In addition, such lawsuits may result in‘the
payment by us of substantial damages and may otherwise seriously harm our business. : :

ITEM 1B. UNRESOLVED STAFF COMMENTS

We have not received any written comments from’ the Commission staff regardmg our pcnodnc 01 current
reporls under the Securmes Exchangc Act of I934 that remain unresolved.- !
. - ! N .

ITEM 2. PROPERTIES

Our digital marketing services line of business and corporate headquarters lease 76,100 square feet of -
office space in Seattle, Washington for its principal offices. This lease expires in October 2012. Our digital,
marketing services line of business also leases office space in New York City (79,700 square feet), London;
(10,000 square feet); San Francisco (39,700 square’ feet), Philadelphia (26,900 square feet) and Chicago
(23,600 square feet). The New York City lease’ expires in October 2015, the London leasc expires in March
2013, the San Francisco lease expires in June 2008, the Ph'iladeiphia lease expires in March 2011, and the
Chicago lease expires in November 201 1. We also lease smaller offi ces in sevcra} ‘domesiic and mtcm:monal
locations. oo b :

Our digital marketing technologies and digital performance media lines of business lease 68,800 square
feet of office space for their principal offices in Seattle, Washington. These leases expire in April 2009 and
May 2011. Our digital marketing technolog:cs hne of buemess also leascs salcs ofﬁces in a variety of domestic
and international locations. -

Our ad scrving systems and computer hardware are primarily located.at facilities operated by Savvis Inc.
in the Seattle metropolitan area, Weehawken, New Jersey, and Dallas, Texas, by AT&T Inc. in Boston,
Massachusetts and by MC1 Worldcom Communications, Inc, in London, England. Our agrgement with, Savvis,
Inc. expires in June 2007 with automalic one-year renewals. Our agreement with AT&T has a two year term,
cxpiring in March 2007 and our agreement with MCI has a three year term, expiring in May 2007. We plan 0
renew both contracts in 2007. . s .

We bellevc that our e:usung facilities, together with additional space we behevc we can: lease at
reasonable market ratcs, are adequalc for our near-term busmcss needs

R ' . . .

ITEM 3. LEGAL PROCEEDINGS

1PO Securities Litigation. In June 2001, the ﬁrst of several purponed securities class action lawsuits
was filed in the United States District Court-for the Southern District of New York apainst Avenue A, Inc.
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(now aQuantive), some of its directors and officers, and various underwriters of ils initial public offering and,
in separate actions, against Razorfish, Inc. (which we acquired with SBI.Razorfish), some of its directors and
officers, and various underwriters of its initial public offering. Plaintiffs generally allege that the named
defendants in the. Avenue A and Razorfish actions violated Section 11 of.the Securities Act'of 1933 and .-
Section 10(b) of the Securities Exchange ‘A¢t of 1934, and Rule 10b-5 thereunder, because the prospeciuses
related to Avenue A's and Razorfish’s offerings failed to disclose, and contained false and misleading
statements regarding, certain commissions purported to have been received by the underwriters, and other
purported underwriter practices in connection with their.allocation of shares in the offerings. Substantially
similar actions have been filed concerning the initial public offerings for more than 300 different issuers, and
these cases have been coordinated-as In re Initial Public Offering Securities Litigation, 21MC92. The
consolidated amended complaints in the Avenue A and Razorfish actions seek unspecified damages on behalf
of purported classes of purchasers of Avenue A’s and Razorfish’s common stock. In the Avenue A action, the
alleged clas$ period is February 28, 2000 10 December 6, 2000. In the Razorfish action, the alleged class
period is April 26, 1999 to December 6, 2000.

Claims against the named directors and officers of Avenue A and against certain of the named direciors
and officers of Razorfish have been dismissed: without prejudice pursuant to a stipulation. On July'15, 2002,
Avenue A, Razorfish, and the other issuer defendants filed a motion 1o dismiss the litigarion. Certain of
Razorfish’s directors and officers joined in the motion. On February 19, 2003, the court issued an order
denying Razorfish’s motion to dismiss but granting the motion to dismiss of Razorfish's directors and officers;

“and gmnung Avenue A's motion to dismiss the claims agamst it under Section 10(b) of the Sccurmes

Exchange Act of 1934, and Rule 10b-5 thereunder, and denying Avénue A's motion o dismiss the claims
against it under Secuon 11 of the Securities Act of 1933. *

{n June 2003 a proposed setilement of the litigation was structured between the plamnffs the lssucr
defendants in the Coordinated actions, the issuer officers and directors naiied as defendants, and the issuers’
insurance companies. Avenue A and Razorfish conditionally approved the proposed partial settlement in the
Avenue A action and Razorfish action, rcspccuvely The stipulation of settlement for the release of claims,
against the issuer defendants, mcludmg Avenite A and Razorfish, was submitted to the court in‘June 2004 On
February 15, 2005, the court preliminarily approved the settlements in the coordindied acllom conlmgent on’
specified modifications. On August 31, 2005, the court issued a preliminary order further approving the
modifications 1o the seitlement and certifying the settlement classes. On April 24, 2006, the Court held a
faimess hearing in connection with the motion for final approval of the seulement but has yei to rule on that

motion. On December 5, 2006, the Court of Appeals for the Second Circuit reversed the Court’s October 2004

order ccmfymg a class in six test cases that were selected by the underwriter defendants and plaintiffs in the
coordinated procecding. Neither Avenue A nor Razorfish is one-of the test cases and it is unclear what impact,
if any, the Second Circuit's decision will‘have on the'classeés in the ‘Avenue A and Razorfish cases: If the courl
determines that the settlement is fair to the class members, the settlement will: be approved. Therc can be no -
assurance thal this proposed settlement would be approved and implemented'in its current form, ‘or at all. We *
do not believe we have any material financial exposure related to this litigation, and if we were to have
ﬁnancial exposure we believe it w'o'uld be covered by | insurance. '

ITEM 4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

, No matters were submitted to a vote of our shareholders during the founh quarter of the fiscal year ended
Dcccmber 31, 2006,

s
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PART'II - : , o
P S R ] :‘:-i
ITEM 5. MARKET ‘FOR REGISTRANT 'S COMMON EQUIT Y, RELATED SHAREIIOLDER MATI‘ERS
AND ISSUER PURCHASES OF EQUITY SECURITIES :

N PRI S
Our Common Stock is: tradcd 'on the Nasdag Global -Select: Markcl (symbol “AQNT') The numbcr of -
shareholders of record of our Common Stock at Fcbmary 16, 2007, was approxlmalely 3l5 R .
ngh and Iow saleq prices for our Common Slock as quoted-on thc Nasdaq GIobaJ Select Markel for the
pcnods mdlcatcd are as follows ' e &
H , A T ™ oLt . . s P . de H
,,--} Cge, e . EL T S S FPR Lo .4 -+ Stock Price l
FiscalZOOS(endedDecemberSl 2008 . ., T _
FtrstQuarter..‘._.;.‘.._...,,.‘..,._..'.-., ..... Fee e e e e Boaaraoao. 31194 .8 859 ;.
Second Quarter. . .:..........c.vaa vt on b L s e e - JBES 100554
Third Quarter ... .. ... G SR R ] B SR Yeon 2000 7 1558
Fourth Quarter RO o e T 800 0 17767
Fiscal 2006 (ended Decémber 31, 2006)”' S A
First Quarter ... . ... out iDL N sea sabes
Sccond Quarter .. ......... e 2828 2056
Third Quarter. ‘.‘ e ; ’. ot _" L 26}19 ' 19_.5@__‘
Founh Quanerl s _.‘,.‘;,.'i:.'.. fees .‘.. ch ” _:‘;'. FUPFRREIR 29:06. 2088 _'_ ,

‘- Wc have never declared or pald any cash dmdcnds on our Common Stock Wc currcmly anuc;palc that
we w111 retain all furure eamings for use in the cxpansmn and opcranons of Qur. busmcss and do not anucnpatc,

paying cash dividends in the foreseeable futurc . } e e e e '
S T 1T (S R I N
R [ ‘% DT L " 1. oW ! L . [ !
ITEM 6. SELECTED FINANCIALDATA . . . . .~ " Ct

I . + . W T LI L. . L ", . . .. TN

The following selected consolidated financial data should be read in conjunction with our consolidated, .
financial statements, and the notes,thereto and the mforrnauon contained. herein in ltem 7, “Management’s,

Discussion and Analysis of Financial Condmon and Results of Operauons " Historical results.are not .

necessarily indicative of future results,, - R ST R
A D year Ended December 33, 1Y
© 2006 005" 2004 2003 2002 °
. ) (ln lhounnds, excepl per share dal.n) . ] .
Consolidated Stalements of Operauons Data: ~ NV e )
Revenue. ...... R P S NN Yoo 3442211 0 8308405 $157.937 - $22|.966: - $132,650
Income (loss) from operations. . ............ 79,873 60,981 26,546 ) 9495 = (6,820
Net income (loss).......... .. $ 53954 535181 $ 42883 $ 11,784 § (4,593)
Basic net income (loss) per share . .......... $ 072 % 055 % 070 % 020 § (008
Diluted net income (loss) per share. .. ... . ... $ 064 $ 048 3§ 062 § 017 & (0.08)
Shares used in compuling basic net income
(lossypershare. .................,.... 74,739 64,099 61,225 59,304 58,270
Shares used in computing diluted net income
(lossypershare. . .............0vunn. 85,919 76,516 69,412 68,354 58,270
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As of December 31,

2002

) 2006 2005 2004 2003
L P RNREES (In thousands)

Consolidated Balance Sheet Datai+" - . Coe -
Cash and cash- equwa]enls ........ moooen bl $147,795  $ 76734 § 24555 - $ 32797 $:32.248
Working capital ... .. QU el 266,666 114,676 - 59,991 105,618 103,389
Total assets-....... :-. . ." ......... ooveo. o 952,328 . 508,660 386,223 200,759-. 157,726
Long-term obligations...". . . . .. T I-'—. .- 87941 . 85183, 83,466 1,288 .. =
" Total liabilities . .. ... .".'.'. R T TS TR - 384,502 251,720 199,726 ~ 70220 - " 44;889
Total shareholders’ cquny .......... T .f.f ... 567,826 - 256940 186497 130,539 > 112,837

] [
ITEM 17, MANAGEMENT’S DISC'USSION AND ANALYS]S OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The discussion in this Armual Reporr comtains fonva}dllooki'ng statements that involve-risks and

uncertainties, Forward lookmg statements include, among,o.rher. things, our expectations and outlock re!ated to
our pe;;formance in 2007 Our ac!ual rcsuhs could d:ﬁ'er marena{ly frqm those discussed below. Addmoual

factors that could catise or con!nbute ro such d:ﬁ'erf.'nce‘s mc!ude bm arg nat limited 1o, those rdennf ed below.
and rhose discussed in ‘the secnon cnm!ed "R;sk Factors”, mcluded elsewhere in rh:s Annual Repon When
used in this documcnr :he words beheves " “expects,"h "anncupa.res.” ":mends." “plans" and similar’
expressions, are infended 10 :dennﬁy certain of these fonvand lookmg statements. However, these words are nat
the exclusive means of identifying such statements. In addition, any statements that refer to expecmuans
projections or other characterizations: of futire events-or circumstances are forward-looking staiements. The
cautionarystatements made-in this document should be read as bemg applicable to all. related forward-looking

statements wherever they appear in this.docurhent. T TP P

We begin Management's Discussion and Analysis of Financial Conditiofl and Results of Opérhlions with
an introduction to aQuantive’s lines of business and an overview of the significant-highlights for the year
ended December 31, 2006. This is-followed by a discussion of the_critical accounting policies and judgments
that, we believe are important to understanding the. assumptions and-judgments incorporated in our reported .
financial resulls, We next discuss our results of operations, for, 2006, compared to 2005-and 2004. We then ..
-provide an analysis of changes in our cash flows, and discuss our financial commitments in the section titled

u[_:qu:duy. Capnal Rcsourccs and Comm:lmenls d PN . o

vt e

e -‘. e Lol N N . . C e

Overvlew )
. . Lo EELE T 2] WL . T [ ta e

~Weare a dlgtml markclmg services and (cchnology cnmpany that helps markcters acquire, retam and .
grow customers across digital media. We are organized into three lines of business: digital-marketing services,

[h]

d|gnai marketmg technologies, and digital perfonnance media,. ', P N T S PN

Acqmsmons and Comparabduy ofOperauous ] _,._ I .‘. " oo - ] -‘ e

Our reslts of operations for the ﬁscal years ended 2006 '2005 and 2004 'include the"resuitd of scvcral
acquisitions included in the table below. The results of these' atquisitions should be factoréd into thé

comparison of our 2006, 2005 and 2004 results,
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Company . . ' i Acquisition Date Segment Location

Accipiter ............. e e PR December 2006 DMT United States
e-Crusade. .. ................ e s October 2006 DMS . China |
Neve Digitale .. .................... e Y., August 2006 DMS . Germany .
Amnesia. . .. ... e T e July 2006 DMS  Australia -
Franchise Gator; . .. ... ... ..o0vinn.. e i.... May 2006 DPM United States
DNA ... . e S December 2005 DMS 0 United Kingdom
Atlas Europe . ... .. A i e o July 2004 DMT United Kingdom
MediaBrokers. ., ......... IO AN R P July 2004 DPM . United Kingdom
SBLRazorfish......... ... ... ... . . . . July 2004 DMT United States
NetConversions /... :..... i P ool Lo . February 2004 DMT United States
Digital Marketing Services (DMS), | , \~, . .\ - Ca .

Our DMS ségment consists of Avenue’ A]Razorﬁsh and a number of othér 1ntemanona| agencies.
Avenuc AIRazorﬂsh is an interactive ddvcmsmg agency 'that provndes a'full-service offering, including website
dcvclopmcnt, interactive marketing and crcauvc development’ and branding. Our DMS segment also includes
our interational interactive advertising agcncncs DNA, located in London, United Kingdom, Amnesia, located
in Sydney, Australia, Neue Digitale, Ioca(ed m Frankfun Germany, and e- Cmsade, with offices in Hong Kong
and Shanghai, Chma

. ’

During 2006 our DMS segment experienced sngnlﬁcant gmw!h from both Avenue AlRazorﬂsh and the
acquisitions of séveral international creative and interactive agencies. The growth in the web development and
web media markets led to both an increase in our client base and increased spending from
Avenue A|Razorfish's existing clients.

Our DMS segment-experienced an increase in income from operations as a percentage of DMS revenue
during 2006 primarily due to client support.expenses increasing at a slower rate than revenue and the
extinguishment of certain media liobilities from prior years recorded as'other operating income. Additionally
the increase was due to a decrease in busmess tax expense primarily due to the reversal of a business tax
accrua)l in the first quarter of 2006, . P . v .

In 2007, we expect the Avenue A |Razorfish business to continue to grow by increasing our client base
and increasing spending from existing clients. Additionally, we expect the revenue contribution from our
international agencies to increase during 2007. We expect our client support and sales and marketing expenses
to increase in line with the growth in revenue, Within our DMS segment, we expect income from operations
as a percentage of revenue for the full year 2007 to be slightly lower than 2006, due to the 2006 benefits -
derived from the extinguishment of certain media liabilities and the reversal of a business tax accrual, and due
to the full year inclusion of the intemational agencies acquired in 2006, some of which have lower percentages
of income from operations to revenue. We continue to believe international markets represent long-term
growth opportunities for us, and therefore, expect to make additional investments to support international
growth into Europcan Asmn and. Latin American markels .

Digital Marketing Technologies (DMT)

Atlas offers digital marketing technology solutions for advertising agencies, enterprise marketers (large
companies who manage their own marketing programs) and publishers. We provide adventising agencies and
enterprise marketers with online advertising campaign management, rich media, search engine marketing, and
website optimization tools and services through our proprietary Atlas Digital Marketing Suite. Our Atlas
Publisher is a technology product that enables select publishers to increase revenue by utilizing lower value
and remnant inventory. Qur DMT segment also includes Accipiter, a publisher-side ad serving technology
provider, Accipiler provides web publishers an ad serving solution that enables the publisher’s direct sales
force to maximize revenue eaned from premium display and text placements.
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-growth of our DMT segment.

——— L me Lmas

Our DMT segment grew substantially during 2006 with increased usage of our Arlas Digital Marketing
Suite by both new and existing customers. An increase in ad serving volume during the year accounts for the
majority of increased revenue’for the DMT segment. In addition, the acquisition of Accipiter in December
2006 has increased the DMT segment’s presence in the Internet publisher market and we expect revenue from
our publisher technologies to increase during 2007. © oot Lot

. . L0

Operating income as a percentage of DMT revenue decreased during 2006 compared to 2005 ‘due to”
increased cost of revenué resulting from a Yarger number ‘of rich media advertisements served over the Intefnet
and increased investments in both product development and our techridlogy infrastructure to support the -

In 2007, we expect the growth of this segment to continue 1o be driven by incizased sales efforts for out-
Atlas Digital Marketing Suite, intemnational expansion and en increase.in revenue from Atlas Rich Media. We
also expect revenue growth from our publisher technologies in-2007. due.to the contribution from Accipiter. i
Additionally, investments in product development are expected to continue to increase and will be focused |
mainly on'the development of.technology acquired from Accipiter and continued dévelopment Of Atlas '
Publisher, Atlas Rich Media, new technologies and additional components of the ‘Atlas Digital Marketing Suite.
Due to the‘acquisition of Accipiier and the expected ihcrease in product developmient expenses, we'expect
operaling income as a percenitage of rc\'rehue: {o be' lower in 2007 when comparéd with 2006.

+

Digital Performance Media (DPM) o L _ .
Our DPM segment iniciudes businesses using sophisticated technology and industry expertise to provide ,
performance based marketing opportunities to our clients. This segment includes our online advertising

networks' DRIVEpm, MediaBrokers and recently acquircd Franchise Gator.

o, o

The growth in our DPM segment during 2006 was primarily due to an increase in the client base and
increased spending from existing clients. The sales team for DRIVEpm grew substantially during 2006 and -
contributed to the growth in revenue. Additionally, the acquisition of Franchise Gator in May 2006 contributed
to the grér{vlh of ‘our business. o ' ot )

- Iicome from operations as a'percentage of DPM tévenue increased during 2006 primarily due to the’
improvéd'performance of our éfivenising campaigns. Improved campaign performance led to lower cost of
revenue expenses as a percentage of DPM revenue. This increase was slightly offset by the impact of the
acquisition of Franchise Gator during 2006. " '~ """ " ‘ et

. T ’ . . . M . .. . . N .

In 2007, we dnticipate continued strong growth in the digital performance edia line of business. We '
expect thi§ growth to be driven by new clients in addition to the expansion of MediaBrokers throughoit -

Europe. We expect income from opérations as a percentage of revenue to iricrease slightly -fof our existing

operations in the U.S. and the U.K. based on expected further reduction in the cost of media purchased as a

percentage of revenue during 2007. However, we expect our expansion into additional. European markets and - .
the.inclusion of Franchise Gator’s results for the, full year, to partially offset this improvement. We expect

Franchise Gator to have a lower percentage of income from’ Gpérations to revenue than the DPM ségmient as a
whole dl}rir'ng 2007, however our long-lem expectation is that this percentage will improve over timé.
. L . o . LI e S ¢

Recent Developments ~ o T o e

. t - . - . e v . - i . <4 .i"'

In January 2007 we formed a capital and business-alliance with Digital Palette; Inc. through-the’
acquisition of 19.4 percent of its outstanding common shares. Digital Palette is a Japanese corporation engaged
in planning, production and consulting services focusing on digital content.-Dentsu, Inc., the largest marketing
services firm in Japan, is thé majority shareholder of Digital- Paletic. We plan to build a-close relationship with
Digital Palette through such activities as joint training programs to facilitate.the sharing of know-how and ..

collaboration in developing.new clients, and use Digital Paleite as our main base in Japan.
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Critical 'Accounung Policies and Judgments » v . -+~ G o

"The preparatron of fi nancial stn:ements in conforrmty with GAAP in the Unned States requ1|res esnmales
and assumpﬂons that affect the reported amounts of assets and liabilities, revenues "and expenses, and relaled
disclosure of contingent asseis and liabilities in the consolidated financial sl.alcmcms and accompanymg nou:s )
A company’s most critical accounting policies are the ones that are most 1mporlam to the ponrayal of the
company’s financial condition.and results of operations, and that require management’s most difficul,
subjective or complex judgments, often as a result of the need to make estimates aboul the effecl of matters
that are inherently uncertain. Based on this deﬁnmon we have ldenul' ed the cnucal accountmg policics and
judgments addressed below. Although we believe that our estimates and assumptlons are reasonable,. they are,
based upon information presently available. Actual results may differ signifi canlly from these estimates under
different assumptions or condmons e e Lo AR . RTI

4
. . . N . O v . | M
. N . NS T . I T

Revenue Recognition for Fixed Price.Contracts - R LA T IR TP

Avenue AIRazorﬁsh and our other mlemauonal agenmes follow Stalemenl of Posmon (SOP) 81 I .
“Accounting for Pcrformance of Construenon-'l‘ype and Cenam Productlon—Type Comracta and recognize -
revenue from fixed-fee consulung contracts as services arc rendered usmg the percemagc-of-completmn "
method with progress- to-complete measured using Iabor hours Cost estlmntes on percentage-of—compleuon .
contracts are reviewed periodically with adjustments recorded in the period in which the revisions are made.
Any anticipated fosses on contracts are charged to operations as soon as they are determinable.

The complexity of the estimation process and factors relating to the assumptions, risks and uncértainties
inherent with the application of the percentage-of-completion method of, accountmg affect the amounts o\fJ
revenue and related expenses reported in our consolldaled fi nancml slatemems A number of internal, and
external factors can affect our estimates, mcludmg ulllmmon and cfﬁcmncy variances and spoc1ﬁcauon and
testing requirement changes.

a o L ' '::-.-' r _.r..J.'.:---"‘. L
Accoumingfor Acquisifions ., . | - .-", S ' I e " .

Slgmﬁcam Judgmem is requlred to esumate ‘the fair value of purchased asSets and I1ab|lmes at the dale of
acquisition, including estimating future cash flows from the acquired business, dctermmmg appropnate
discount rates, assct lives and other,assumptions. Qur process to determine the fair value of the non-compete
agreements, customer relauoushlps developed technology and othcr mlanglbles mcludes the use of eslimates, -
including: the potenuu] impact on operanng results if the non-compele agreements were. not in place revcnue
estimates for customers acquired through the acqmsmon based on an, assumed cuslomer altrition rate;, |, , .
estimated costs willing to be incurred to purchase the capabilities gained through the. developed lcchnology.
and appropriate discount rates based on the .particular business’s weighted average cost of capital. Our: .1

estimates-of an entity’s growth and cos!s are based on historical- date, ;various, internal estimates and a variety
of extemnal sources. ang are developed as part-of our routine. long-range, plannmg process. =, "
i L ’ roa oo P L . L [ LU

Act‘tmnﬂﬂgforGoodml Wit B T

Goodw:ll ls mmally rccorded whcn the purchase pnce pald for an ncqulsmon exceeds the esumaled fmr
value of thc net 1dcnnﬁed tangxblc and’ lnlanglble assets acqunred We perform ; an annual review in the fourth
quarter of each year, or more frequently if indicators of potenual lmpalrmem exist at the reporting unit level,
to determine if the recorded goodwill is impaired. A reporting unit level is defined as an operating segment or
one level below an operating segment. This determination requires significant judgment, including the ;| .
identification of reporting units, assignment of assets and liabilities to reporting units, assignment of goodwill
to reporting units, and determination of the fair value of each reporting unit. Qur impairment review procéss
compares the fair.value.of the reporting unit totits carrying value, including the goodwill related to the
reporting unit. To determine the fair. value, ourreview process uses the income method and is based on market
multiples or a discounted.future cash flow approdch. that uses eStimates including the following: revenue based.
on assumed market segment growth rates; estimated costs; and. appropriate discount,rates based on the
particular business’s weighited average cost of capital. Our estimates of market segment;growth and costs are- -
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based on-historical data, various internal estimates’and a variety of-external sources. We test the reasonableness
of the inputs and outcomes of our discounted cash flow analysis by comparison to available and comparable
market data. Changes in these estimates and assumptions could materially affect the determination of: fair - -
value and/or goodwill impairment of each reporting unit which, in tumn, could have a material adverse effect -
on our operating results. During the fourth quarter of 2006, we compleled our most receni review, which did '
not result in the recording of an lmpmrment charge. We will perform our next annual review during the fourth ’
quarter of 2007 or ‘earlier if potential impairment indicators arise. We may incur charges for the impaifment of

goodwill in the future if a reporting unit fails to achieve our assumed revehue growth rates or assumed
operating margin results, _

Accounting for Income Taxes . oo B

We account for income taxes in accordance with Statement of Financial Accounlmg Standards (SFAS)’ )
No 109 “Acmuntmg for Income Taxes.” The objectives of accounting for'income taxes are to recognize the '
amouni of la.xes payable ‘for the current year and deferred tax assets and liabilities for future tax’ consaqucnces
of events that havc becn recogmzed in ouF financial statements or tax Tetumns. We perform penodlc evaluations
of recorded tax assets and liabilities and mainfain a valuation allowance for deferred tax assets if we tetermine
that it is more hkely Lhan not that the asset will ‘not be fully realized; Judgmem is rcqulrcd in determining our
taxes payable and in assessmg the future 1ax consequences of events that have béen recogmzcd in our financial
statements or tax returns and in assessing the realization of riet deferred tax assets. Variations i in the actual ) '
outcome of these futiire tax consequences or dnffercnt tax positions in our lax returiis could malenally lmpact
our financial position, results of operatlons, or cash flows.

Accounting for Stock-Based Compensation ‘ :

' We have adopted the provisions of SFAS'No., 123(R), “Share-Based Payment” cffective January 1, 2006.
Prior to'the adoption of SFAS No. 123(R), we applied Accounting Principles Board Opinion No. 25, i
“Accounting for Stock Issued to Employees,” and related interpretations, as permitied by SFAS No. 123,
“Accounting for Stock-Based Compensation” in accounting for our stock opticn and employee stock purchase
plans, Prigr to the adoption of SFAS No. 123(R), we recognized an immaterial amount of stock-based
compcnsanon cost in our Consolldated Statement of Operauons All-options granled under those plans.had an :
exercise price equal to the market value of the underlymg common stock on the date of grant. We have
adopted the fair value recognition provisions of SFAS No. 123(R) using the modified-prospective-transition
- method. Under that transition method, compensation cost rccogmzcd beginning January 1, 2006 includes
(a) compensation- cost for all stock-based payments granted prior to, but not yet vested as of -January 1, 2006,
based on the grant date fair value estimated in accordance with the original provisions of SFAS No. 123, and *

(b) compensation cost for all stock-based payments granted subsequent to January 1, 2006, based on the-grant
date fair valie cstimated in accordance with the provisions of SFAS No. 123(R). Results for prior periods have
not been restated and we have not recorded a cumulative effect of change in accounting pnncuple because as.

of January 1, 2006 there were no partially vested awards with compensanon cost recognized in our ﬁnancnal
staternents prior to the adoption of SFAS No. 123(R). :

.The fair value of each option grant, nonvested stock.award and shiares issued under the employee stock
purchase plan were'estimated on the date of grant using the Black-Scholes option pricing model and-various :
inputs to the model. Expected volatilities were based.on historical volatility of our stock and implied volatility
from traded cptions on. our stock. Prior to the adoption of SFAS No. 123(R), volatility was calculated based
only.on historical volatility of our stock. The expected term was derived from the analysis of various
hypothetical settlément scenarios and represents the period of time that grants and awards are expected to be -
outstanding. The risk-free interest rate was the U.S. treasury rate corresponding to the expected term of the
option, and dividends were assumed 0 be zero. These inputs are based on our assumptions, which include

complex and subjective variables. Other rcasonable assumpuons could result in dxffercm fair values for our

slock -based awards
t .

Stock based compensation expense, as determined usmg the Black-Scholes opt:on pricing model, is
recognized on'a straight line basis ovér the service period, net of estimated forfeitures: Forfeiture gstimates -are
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based on historical data. To the extent actual results or revised estimates differ from the. estimates used, such ..,
amounts will be recorded as a cumulative adjustment ini the period-that estimates are revised. Prior to the . *
adoption-of SFAS No. 123(R), stock-based compensation expense was recognized over the service period. i

- using an accelerated method and forfeitures were recogmzed on an actual basis as- allowed under SFAS No. 123.

As of Decermiber 31, 2006, the total unrecognlzed compensat:on expense related 10 nonvested opuon
grants, nonvested stock awards and shares grantéd under the employee stock purchase plan was $28.8 mllhon
which is expected to be recognized over a weighted- average period of 2. 4 years. |, . '

) 3

Estimates and Assumiptions Related to Financial Statements

The discussion and analysis of our financial condition and results of operations is based upon our. audit'ed
consolidated financial statements, which have been prepared in accordance with U.S. generatly, accepted
accounting pnncuples The pn:parauon of our ﬁnant:lal statements requires us (o make estimates and judgmems
that affect the reported amounts of assets, liabilities, revenue and expenses, and related dlsclosure of contmgenl
assets and liabilities. On an on-going basns we evalyate our estimates, including those affcclmg rcvenucs "
obhgauons related to employee ‘benefits, stock- based compensauon cxpense, the allowance for ‘doubtful L
accounts, allowance for sales credits, mtangnble asscts goodwill, state, local and federal income taxes and .
legal conungencles We base our efumates on h:stoncal experience and on va.nous other assumpuons that we '
belicve to be reasonable under the circumstances, the resulls of which form our basis for makmg judgments
about the carrying values of assets and liabilities that are not readily ‘apparent from other sources. Aclual ‘
results may differ from thesc estimates under different assumptions or condxtmns e . .

Results of Operations KR , e
» The following discussion and analysis of our financial condition and results, of _operations should be read
in conjunction with our segmcntal mformatlon mcluded in Note 15 to our consohdatcd financial statements. ,

] 0 .t N . ) ‘ .. ‘ [N

Revenue . L T, S, S T

Revenue mcreased o $442 2 mllllon for the year ended December 31, 2006, from 3308 4 nulllon and’
$157.9 million for the years ended December 31, 2005 and 2004, respecuvely 'I'he increase in revenue is .
pnmanly due t6 the growth in demand for digitat markeung services and tcchnologles, new' cl:ent wms.
increased' spending from exustmg cllents and additional revenue contributed by acqu1smons o '

ot

Revenue from dngnal marketmg services increased to $267 6 m:llmn during the year ended December 31
2006, from $189.8 million and $87.7 million for the years ended December 31, 2005 and 2004, rcspect:vely "
Avenue A|Razorfish revenue consistenily increased .throughout 2006 due to an increase in our clients’

advertising budgets leading to larger web development projects and increased volumes of media utilized in

advertising campaigns in addition to-an increasing client base. In 2006, our four acquired internaticnal -
interactive agencies contributed $28.8 million of revenue. In 2005 we acquired.one international agency W]‘llCh
added $1.0 million of revenue in that year. e S -

LR

Revenue from digilal marketing-technologies increased to $122.4 million for the year ended December. 31,
2006 from $92.3 million and $60.9 million for the years ended December 31, 2005 and 2004, respectively. :
The.increase in revenue is primarily. the result of increased .use of the Atlas Digital Marketing Suite and X
increased volumes of advertisements delivered over the Internet by existing customers combined with a -
consistent increase in client base over the past two years of both agencies and direct advertisers around,the . .
world. Atlas Rich Media has also contributed to revenue growth due to an increase. in demand for rich. media -
advertisements and customer response to lhe mtegranon of Atlas Rich Media in the Atlas Digital Marketing
Suite. . ) . A .ot C . o

Revenue from digital performance media increased to $52.3 million for the year ended December '3,'1,""
2006, from $26.4 million and $9.4 million during the years ended December 31, 2005 and 2004, respectively.

The increase in-revenue in 2006 compared to 2005 is primarily due 10 our increased client base and an
increase in.spending from existing clients in addition to the acquisition of -Franchise Gator, which was
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acquired in May 2006. The increase in revenue in 2005 compared to 2004 is primarily. due to the:acquisition
of MediaBrokers in July 2004.

ot R PR IO I N 1 S o ‘e P . PR N

Cost of revenue i , . S
. v .. LA Yo e L N

Cost of revenue was 367:6 million; $38 3 million and $22 6 'miflion during the years ended December 3I
2006, 2005 and 2004, respectwely Cost of revenue increased -primarily. due to the growth-of our digital +.
markeling technologlcs ‘and dlgual performance media lines of busmess and the acqmsmon ‘of DNA in
December2005 ST e e NN RTIR RN S . ot

Cost of revenue assocnated wnh our dlgllal marketmg serwces scgmcm rclates to our UK based .
mteractwe agency DNA wh1ch was acqunred in December 2005 Unhke our other agencies, because of the P
s:ruclurc of i s contracts wnth its customers and publlshcrs DNA presents revenue On a gross basis- and
therefore cost of revenue mcludes the cost of medla purchased for DNA‘s chents :

Cost of revenuc associated with our digital marketing technologies segment consists primarily of the
salaries and related CXPENSES ¢ of lhe digital marketing technologies’ client support, personnel and personnel
dlreclly supponmg the mamtenance of technology used.to display advemsemems over the Internét. In addition,
cost of revenue inclhides bandwudth ‘and technology mfrasu'ucture costs associated with delivering advemse- o
ments over the Internet. Cost of revenue associated with dlgltal marketing Iechnologlcs increased 10 ’
$32.9 million for the year ended December 31, 2006 from $22.6 million and $15.2 million for the years cnded
December 31, 2005 and 2004, respectively. Cost of revenue has increased in 2006 compared to 2005 pnmanly
due to additional technology support personnel added to support the growing technology infrastructure
demands resulung in an increase of salary and related gxXpenses. The, increase in cost of revenue was also due.
to an increase in: deprecnauon expense related to capn(al investments in our- technology infrastructure and
increased vandwidth costs related to the 1ncreased volume of advertisements delivered over the Internet, in
addition to the increase in rich mcdla being utilized by, our chems The increase in cost of revenue in 2005
compared to 2004 was primarily due to the mcreased volume of advemscmenls delwered over the [memel

Cost of revenue assocmted with our digital perfonnance segment was $27.8 million, $15.4 million and
$7.3 million for ‘the years ended Decémber 31, 2006, 2005 and 2004 respecuvely and relates’ to the cost-of the
advemsmg space purchased from Websites to resell to our clients. The increase in cost of revende in 2006
compared t6 2003 i$ pnmanly ‘dué to an increased client base: and increased spendmg levels from our existing
clients. The increase in ¢ost of réveriué in 2005 compa:ed lo 2004 is mamly duc lo "the acqunsmon of e
MediaBrokers in July 2004 g ' - ' .

Cost of revenue for the year ended December 3l 2006 alse includes stock based ‘compensation expense -
of .$0.6 millicn as-a result of the,adoption of SFAS 123(R) in January 2006. This amount has not been -
allocated to segments. We did not record stock-based compensation expense in 2005 or 2004. .. .

Cl:ent Suppart

. Coq . . - .
Chem suppon expenses, associated wnh our-digital marketmg services segment consist primarily of
salaries and related expenses for client support personnel.for our US-based interactive advertising agency,
Avenue A]Rezorfish and-our international creative and interactive agencies acquired in 2005 and 2006. Client-
support also includes expenses for contractors retained for their specialized skill sets to work on client
projects. Client support expenses associated with digital marketing services increased to $184.7 million for the
year ended December 31, 2006 from $135.8 million and $65.5 million for the years ended December 31, 2005
and 2004, respectively. The increase in client support expenses in 2006 compared to 2005 was primarily due
to the-growth.of Avenue A |Razorfish and the dcquisition of our international creative and interactive agencies .
which contributed additional expenses of $17.8 million'in 2006 compared t0.2005 and $0.7 million in 2005 ‘s
compared to 2004. The primary reason for- increased client support expenses at-Avenue A|Razorfish was the -
addition of client support personnel 10 support increased spending from existing clients and to-support new
clienis. The increase in client support expenses in 2005 compared to 2004 was primarily due to the acquisition
of SBI.Razorfish which: confributed only five months of cliént support expenses during the yea.r ended - !
December 3172004, In addition to the impact-of the acquisition of.SBERazorfish, the increase in client .-
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support expenses was due to additional client support personnel hired to support increased Avenue A [Razorfish
activity. <

Client support expenses associated with our digital performance media segment consisi primarily of
salaries and related expenses for client support personnel for DRIVEpm, MediaBrokers and Franchise Gator.
Client support expenses associated with digital performance media were $4.3 million during the year ended
December 31, 2006 compared 1o $2.4. million and $1.4 million during the years ended December 31, 2005 and
2004, respectively. Client support expenses have increased in 2006 compared to 2005 due to increased
headcount and increased salary and related expenses contributed by Franchise Gator, which was acquired in
May 2006. This increase was partially offset by a decrease in commissions eamned by client support personnel.
Over the past several quarters, DRIVEpm has shifted its sales focus to business dcve]chment and established
a dedicated sales team. Salés activities had previously been pnmanly performed by client support personnel.
Expenses related to the dedicated sales team, including commissions, are includeéd in sales and ‘markeling
expense in 2006. Client support.expenses increased in 2005 compared to 2004 primarily due to the acqumuon
of MediaBrokers in July 2004. . . -

. Client support cxpens‘,es for the. year ‘ended December 31, 2006 also include stock-based compensauon
cxpcnsc of $9.2 million as a result of the adoption of SFAS 123(R} in January "2006. This amount has not °
been allocatcd to scgmcnl:. We did not record stock-based compcnsauon cxpcnsc in 2005 or 2004.

r . . N .

.Pr'n;duct Develop'meni " T -

o« Yy

Product development expenses consist primarily- of salafies and related experises for product devélopment
personnel associated with our digital marketing technologies segment.. Product development expenses increased
to $13.5 million for'the year ended December 31, 2006 compared to $9.3 million and $6.2 million for the
years ended Decémber 31, 2005 'and 2004, respectively. The increase in expense during 2006 compared to
2005 is primarily due 10 an increase i product development personnel necessary to support the continued
development of Arlas Publisher, Atlas Rich Media and Atlas Search, enhance our existing Arlas Digital
Marketing Suite and invest in new technologies. The increase in 2006 is also attributed to lower capitalization
of cenain direct costs 1ncurrcd in the development of .our Aflas Digital Marke.rmg Suite and Atlas on Demand.
During the year ended December. 31, 2006, we capitalized $1.2 million of certain dlrccl costs in accordance
with.the guidance provided in Statement of. Position 98- 1 “Accounting for the Costs of Computer Software
Developed or Obtained for, internal Use." Similarly, we cap:tahzed $1.9 million and $0.9 million of such costs
in December 31, 2005 and 2004 reSpccuver The decrease in capitalization of direct costs is due to the
change in focus from the development of new functionalities during 2005 to the enhancement of existing
functionalities during 2006. The increase in product development expenses during 2005 compared 10 2004 was
primarily due to an increase in product development personnel necessary 10 integrate the technologies acquired
to support our search engine and rich media capabt]mcs and enhance our existing Atlas Digital Marketing.
Suite.

M

Product development expenscs for the year ended December 31, 2006 also include stock-based compen-
sation expense of $1.5-million as a result of the adoption of SFAS 123(R) in January 2006, This amount has
not been allocated-to segments. We did not record stock-based compensation expense in 2005 or 2004, 1t also
includes $0.5 million of rescarch and development related expenses incurred-in 2006 by our corporate office.

'SalesanﬂMla}kgﬁng‘ ; | : e -

Sales and markeling expenses associated with our digital marketing services segment consist primarily of
_salaries, commissions and related expenses for personnel dedicated emirely 1o the sales and marketing effonts
of our US-based interactive agency, Avenue A | Razorfish and our international agencies. In addition, sales and
marketing expenses include professional service fees and marketing costs such as trade shows, the costs of .
advertising our services in trade publications and the cost of client and publisher summits. Sales and marketing
expenses associated with our digital marketing services segment.increased. to $3.8 million for the year ended
December 31, 2006 from $4.6 million and $1.6 million for the years ended December 31, 2005 and 2004,
respectively. The increase in sales and- marketing €xpenses in 2006 compared te 2005 consist primarily of .
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sales and marketing expenses contributed by the international agencies acquired in 2006, an increase in salary
related expenses for Avenue A |Razorfish sales and marketing personnel and increased expenses related to the
redesign of the Avenue A|Razorfish Website. The increase in sales and marketing expenses during 2005
compared to 2004 was primarily due to increased, headcount with the acquisition of SBI.Razorfish in July
2004 and additional personnel added during the year ended December 31, 2005. o C
Sales and marketing expenses associated with our digital’ marketing technologics scgment consist
primarily of salaries, commissions and related expenses for our sales force. In addition, tt:cse' expenses include
salaries of sales and marketing personnel and marketing costs such as trade shows and the’ costs ‘of advertising
our services on/the Internet. Sales and markeling expenses associated with digita} marketing technologies
increased to $14.3 million during the year ended December 31, 2006, from $10.4 million and $7.3 million for,
the years cnded December 31, 2005 and 2004, respectively. This increase in sales and marketing expenses i
2006 compared to 20035 is primarily due to the addition of sales personnel to suppon incrcased sales and =
marketing efforts in both the U.S. and in Europe. The increase in sales and marketing expenses during 2005
compared to 2004 was also due to increased salary related expenses related to the growth in headcount 10
support increased sales and marketing efforts. ) .
Sales and marketing expenses associated with our digital performance media segment consist primarily of
salaries; commissions and related expenses for our DRIVEpm, MediaBrokers and Franchise Gator sales forces.
During the year ended December 31, 2005, the digital performance, media segment began hiring dedicdted -
sales and marketing personnel, and in 2006 the number of sales personnel increased significantly, particularly
in DRIVEpm. Prior to 2005, the digital performance media sales efforts were primarily driven by existing
client support personnel. Sales and marketing expense associated with our digital performance media line of
business was $7.1 million, $2.3 miltion and $0.3 million for the years ended December 31, 2006, 2005 .and
2004, respectively. Sales and marketing expenses also increased in 2006 compared to ?005 due to the
acquisition of Franchise Gator in May 2006. '

1
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Sales and marketing expenses for the year ended December 31, 2006 also include stock-based compen-
sation expense of $1.3 million.as a result of the.adoption of SFAS 123(R) in January 2006, This amount has

not been allocated to segments. We did not record stock-based compensation expense in 2005 or 2004.

'.‘

General and Administrative A
~General .and administrative expenses consist of the salaries and related expenses for executive, legal,
finance, liuman resource, corporate 1T and, administrative personnel, professional fees, insvrance and other
general corporate expenses such as rent for our c':orporat‘r_:,'hcadquaners. in Seaunle. Genernl and administrative ,

expenses included in our digital marketing services, technologies, and performance media segments consist
primarily of a direct allocation of these corporate costs based on several allocation méthods including . .,
headcount and the percentage of revenue generated by cach segment. General and administrative expenses.
increased to $41.4 million for the year ended December 31, 2006 from,$32.7 million and $21.2 million for the
years ended December 31, 2005 and 2004, respectively. The increase in general and administrative expenses
during 2006 compared to 2005 was primarnily due to stock-based compensation expense of 35.9 million, as a
result of the adoption of SFAS 123(R). This increase was also due 10 increased salary related expenses for
additional corporate headcount necessary to support the growth of our business units. Depreciation expense
also increased due to additional capital expenditures necessary to suppornt the continued development of our '
financial systems and the growth in corporate. headcount. This increase in general and administrative costs
during 2006 compared to 2005 was partially offset by a decrease in our business 1ax expenscs. The decrease in
business taxes is primarily due to the reversal of a business tax accrual of $1.9 million. See further discussion
in Note 2 to our Consolidated Financial Statements: These 1ax estimates were recorded in the digital -marketing
services line of business.-General and administrative expenses increased during.-2005 compared to 2004
primarily due to increased corporate support costs needed 1o support the web development business acquired
through ‘SBI.Razorfish in July 2004. SB1.Razorfish contributed only five months of general and administrative-
expenses during the year ended December 31, 2004, - . . - - : o "
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-Amortization of Intangible Assets e P o

Amomzauon of mumglble asscts relates 1o mtanglble asscts pnmanly consnstmg of customcr n:lauonshlps
purchased through various acquisitions. Amontization of intangible’ asscls was $9.3 million ‘during the’ year
ended December 31, 2006 compa.red t0'$7.2 m:lhon and '$4.0 m11|I0n during the years ended Decembcr 31
2005 and 2004, respectwely The increase in expensé is due {o the amortization of intangible assets velated 10
the acquls|u0ns of DNA in December 2005, Franchise Gator in May 2006, Amnesia in July 2006, Neue
Digitale in August 2006, e- Crusadc in Oclober 2006 and Acclpuer in December 2006. In addition, amomza-
tion of intangible assets assocmted with purchascd technology is recorded as a cost of revenue and was
$0.8 million durmg the year ended December 31, 2006 compared to $0.8 mllllon and $0.6 m:lhon ‘during the

- years ended Dccember 31, 2005 and 2004, Wuh respect to mtanglblc assets acqu:red through Decx:mber 31,
2006, the estimated 1t‘umre amontization expense for thc next five years and thereafler is as fo!lows (in "
thousands):

2008 .. L e ...... Il..538.""‘
2000 .. e U SRR X . Sl
2000 e i e . 6513
20Ilandlhereafter....- ........ B R e e e e e e 1.364.;
" o e : ‘o B471255
Y ' s L] iy ' " " I' 7]
Client ReimbursedExpenses' L R i ,| o ,' e o .

Client re1rnbursed expcnses include all reimbursable pro;ect cxpenses "that arc bnllable to our clients: ' '
These reimbursable project expenses arc also recorded as'a component of revenue. We' ‘recorded $5.7‘million;
$4.3 million and $1.3 million of client reimbursed expenses for the years énded December 31, 2006, 2005-and
2004, respectively. The increase in client reimbursed expenses in 2006 compared to 2005 is pnmanly duc to
increased pro_|ccl expeiises mcurred o support new chems and mcrcased spcndmg by cxlstmg chcnts i the
digital marketing services segment The i mcreasc in client rc1mbursed cxpenses dunng 2005 compared 1o 2004
was due to the acquisition of SBI.Razorfish inJuly 2004. ' .

Other Operating Income T T ST

Other Operating Income includes credits resulting from the extinguishment of liabilities related to media
served prior to 2004, béfore we had sequential liability terms for our media purchasés. In the foirth quirter of
2006, the 'statute ‘of limitations for thes¢ liabilities expired or ihe vendors formaily acknowledged n¢ '
outstanding Balances due. Accordingly, the'reldied' liabilities wert' deCreased and a $3:9 million credit was =™
recorded within ‘Operating Income in our Consolidated Statemént of QOperations.” We currently have approii:
mately $2.2 million of pre: scduenti‘ai liability p'ayablcs remaining in our balance sheet for which the statute'of
hmnauon pcnod':s still-open or a formal acknowledgmem from-the vendor has not been obtained. As a resull,
we may recogmzc addmonal opcraung mcome from the cxnngmshmenl of lhev: liabilities in future penods

Income Jrom Operauons ' "1 : o o ) . 3 . o R ‘ _

During the year cnded December- 31, 2006, the dlgltal marketing services. segment gcnerated $50.0+ mllllon
of income from  operations; or 19% of digital marketing- services! revenue,. compared to $26,3 million and . .
$10.4 million, or 14%‘and 12% of digital marketing services revenue, during the years ended December 31, -,
2005 and 2004, respectively.. The digital marketing services segment 'experienced an increase in-income from -
operations as a percentage of digital marketing services revenue.during 2006 primarily due-to client support-
expenses increasing at a'slower rate than revenue and the extinguishment of certain meédia liabilities-recorded-
as other operating income of $3.9-million.. Additionally the increase’ was due to.a decrease in business tax
expense primarily due to-the reversal of a $1.9 million business-tax accrual in the first quarter of 2006. -
Excluding these two items, incorne from operations as a percentage of revenue would have been 17% in 2006,
The increase in income from operations as a percentage of digital marketing services revenue-during 2005 -
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compared.to 2004 wasprimarily due to the rapid growth of the’business in-addition to an increase.in average.
billing rates and-increased efficiencies with the-integration of SBl:Razorfish withiAvenue A "+'° ' © 7.

v Lo i e

The digital marketing technologies segment generated $50.7 million of income from operations, or 41%
of digital marketing technologies revenue, ‘during the'year énded December 31, 2006, compared to-
$40.8 ‘million and $24:2 million, ‘or 44% and 40% of digital marketing technologies revenue,‘during theiyears
ended December: 31, 2005 and 2004, ‘respectively. The-decrease in income-from operations as a percentage of
digital marketing technologics revenuetin 2006 compared.to 2005 was primarily due to increased cost:of
revenue as 2 result of investments made in our technology’ infrastructure and increased product development
expenses primarily due to additional product development personnel. Additionally, increased sales and .o
marketing expenses, primarily a result of hiring additional personnel to support the increase!in sales and -
marketing initiatives, contributed to the decrease in operating margins. The increase in income from operations
as a percentage of digital marketing technologies revenue during 2005 compared 10,2004 was primarily due to
the overall growth of the business, and the relatively low incremental cost of providing Atlas services lo new
clients. . 1 - L e ' - K - "l.l 1 . L N st N . .
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w.The digital performance media segment generated $9.4 million of incomie from operations, or 18% of .
digital performance.media revenue during:the year ‘ended December.31, 2006, compdred to income.from
operations of $4.6 million or 17% of digital performance media revenue during the year erided December 31,
2005. The digital.performance segment generated a $0.2 million loss from operations during the year ended” . -

* December 31, 2004, The increase in income fromi operations as a perceniage of digital performance media -
revenue'during 2006 compared to 2005°is primarily due to improved performance of our.advertising :
campaigns. Campaign performance has.improved as the-result of a reduction intthe cost of media purchased as
a percentage-of revenue generated by advertising campaigns during 2006. Partially offsetting the-effect:of++
improved campaign performance was an increase-in sales.and marketing ‘expenses as a percentage of digital
performance media revenue and the.'aoqqisigion‘ gf Fl:flqc.!_)ise‘(_]gtor. :
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Interest and Other Income, Net

Net interest and other income consist primarily of earnings on our cash, cash equivalents, investments,”
and foreign cusrency.transaction exchange. gains and losses. Net interest and, other income was $14.5 million,
$1.5 million angd $).9 million for,the years ended December 31, 2006, 2005, and 2004, respectively. The
increase in net interest and other, income during the year ended December 31, 2006 was a result of interest

income carned from the investment of proceeds from the equity offering which was completed in March.2006

and the proceeds from the exércise of the over-allotment option in April 2006 combined with higher interést
rates on investment cash balances. The decrease in net interest and other income during the year ended
December 317 2005 is primarily related-to the decrease in cash, cash equivalents and short-term investments
associated with our various acquisitions. Additionally, during the year ended December 31, 2006 we SRR
recognized a $0.9 million foréign currency transaction gain compared-to a $0.8 million foreign currency : - - -~
transaclion loss.in 2005. During'the year ended December 31,2004 we recognized an:insignificant foreign -
currency transaction gain. - T - " e

‘Interest Expense’ - L AL

.. lniercst 'c;:gpcnsc wés $2.4 million; $é.3 m'illliqn and $0.9 million during the 'ycars er;dg,(_i' D.ec.embet,ii.l,

2006, 2005 and:2004, respectively. Interest expense primarily relates 10 the sale of-convertible debt in August
and September 2004 bearing an annual interest rate of 2.25%. . . - s e e
o '.'.' * "‘t-'-"-' '."“t‘. + ‘ . 'oa T R
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+ .Provision {Benefut) for Income Taxes """ : -’ . : R T P

We recorded $38.0 miillion and $25.0 million income tax expense during the years ended December 31,
2006 and: 2005, respectively, and recorded a $15.3 million income tax benefit-during the year ended.’
December 31, 2004. The-benéfit for income taxes during 2004 is comprised'of a decrease o our valuation
allowance offset by the income tax provision for the.year ended Decémber 31, 2004, Our effective tax.rate

was 41.3%: 41.5% and:(55.4)% for the years ended December 31, 2006,.2005 and 2004, respectively: In-2006

33




and 2005, our effective rate differs from the federal statutory. rate primarily due to our state income tax . .
expense. In 2004, our effective rate differs from the federal statutory rate primarily due to changes in our,
valuauon allowance for deferred tax assets.

Al Deccmbcr 31, 2006, 2005 and 2004, we had a fcdeml net opemnng loss carryforward (NOL) of v
approximately $21.7 million, $82.9 million and $55.8 million, respectively, related to U.S. jurisdictions. Qur
NOL increased during the year ended December 31, 2005 as a result of the increased estimated value of the -
NOL acquired in connection with the acquisition of SBI.Razorfish and as.a result of the benefit derived from -;
the .excrcise of. certain employee stock options. Utilization of our NOLSs is subject to certain limitations under .
Section: 382 of the Internal Revenue Code of 1986, as-amended. Our NOLs begin to expire at vanous times
commencing -in 2017. | . : C o L R .
Liqui_dity-, -Capital Resoilrces and Commitments

We finance our operations 'primhrily from the net cash provided by operating activities. Since our
inception, we have also financed our operations through the net proceeds from private sales of equity
securities, which raised $30.4 million through December 31, 1999 and our initial public offering of common
stock, which raised $132.5 million during the first quarter of 2000. In July 2004, we issued $74.7 million.in
convertible debt to the sellers of SB1.Razorfish in connection with the acquisition in July 2004. This was -
subsequently paid off with the proceeds from the issuance-in August and September 2004 of $80.0 million-in
convertible senior subordinated notes due in 2024, In March 2006, we completed a follow-on offering of our." i’
common stock which raised net proceeds of $172.3 million. In April 2006 we raised an additional $25.9 million
as a result of the exercise in full of the over-allotment option granted to the underwriters of our follow-on
public offering. Net proceeds from the equity offering will-be used.for working capital, general corporate
purposes and may also be used to acquire or invest in businesses, products or technologies,

H

As of December 31, 2006 we had cash and cash équiva!e’nté of $147.8 million, investments of
$163.5 million and $80 million of outstanding convertible debt.
Net Cash from Operating Activmes

" Net cash provided by operating activities was $122.8 ml"lOl’l. $70.6 million and $38 9 million durmg the
years ended December 31, 2006, 2005 and 2004, respéctively. Our net cash provided by operating acnvmes is

- primarily a result of our net income adjusted by non-cash expenses such as deprec:auon and amortization,

stock-based compensation expénse and changes in operatmg asséts and liabilities, which are mﬂuenced by the
timing of cash collecuom from “our clients and cash payments for purchascs of media and other cxpenses

* For the year ended December 31, 2006, the difference bexween reported net income and cash provided by
operating activities was primarily due.to depreciation and amortization, stock-based compensation, increases in
accounts payable and pre-billed media and decreases in our deferred 1ax- asset balances, which were offset by
increases in accounts receivable and excess tax benefits from stock option exercises. The increase in the .
accounts payable balance is primarily due to the increase in volume of media spending by our-clients during-
the year in addition to the timing of cash payments to publishers. Pre-billed media increased primarily due 1o
increased interactive campaign activity for certain clients that are billed in advance for advertising space they
plan to use in future periods. Our accounts receivable increased primarily due to the growth of our business,
the timing of cash celléctions from:clients and our various acquisitions. The decrease in our deferred-tax asset
balance during the year is primarily due to the utilization of net operating loss carry-forwards during the
period. Under the provisions of SFAS No. 123(R), cash flows from the tax benefits resulting from tax v
deductions in excess of compensation cost recognized in our income statement have been classified as a
reduction of operating cash flows. Prior to adoption of SFAS No. 123(R), the excess tax- benefils were reported
as operatmg cash inflows,

For the year ended December 31, 2005, the dlffercnce between reportcd net income and cash prov1ded by
operating activities was primarily due to depreciation and amortization, tax benefits from option exercises,
increases in accounts payable and accrued liabilities,. which were offset by.increases in accounts recewable
The increase in the accounts -payable and accrued liabilities‘is primarily due to the increase in media spending
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by our clients and the timing of cash payments 10 publishers. Our accounts'receivable increased primarily.due
ta the growth of our busmess

For lhe yea: endcd Decembcr 31 2004 the, dlﬁcn:nce bctwcen mponcd net mcome and cash prov1ded by
operntmg activities was pnmanly due to dcprccmnon and amortization, tax bencﬁt from option exercises and
increases in accounts payable and pre-billed media, which were offset by increases in accounts receivable and
deferred taxes. The increase in the accounts payable and accrued, liabilities is primarily due to the timing of
cash payments to. publlshers and an mcrcase in media spcndmg by our cllcnls Our accounts receivable | ., .,
increased pnmanly due to the growth of our business. Our defcrrcd tax asscls mcrt:ascd pnma.nly as n result
of a decrease in our valuauon allowance in 2004, _ . . Ly

.ot e . |
. ] s , B B R , . i Co

. 4
Net Cashfmm Ingestiag-AcriviIies ey A S

Our investing activities include the p'ilrchasc' and sale of investments, p'u'rchéses of propeny and eé;ﬁip'mcnl
and the funding of acqu:snmns Net cash used in investing activities was $280.5 million, $32 4 ml"lOl’l and
$55.2 miliion for the years ended Decembcr 31, 2006 2005 and 2004, rcspccuvely g

In accordance with ourinvestment policy, ‘we purchise primarily investment-grade ‘marketable securities.
Net cash from investing activities relates primarily to the timing of thé purchases and Sales of these marketable
securities. During the year ended December 31, 2006 and 2005, we-had' fiet purchases of.$127.8 million and
$1.2 million, respectively, due to incredses in' excess cash and cash equivalents.available for reinvestment. .- ¢
During the year ended December 31, 2004 we had net sales of markemblc securities of $55.0 mtlhon to mect
funding requirements -for the:various acquisitions completed in 2004. O (R

Capital expenditures relate primarily to the purchase of computers and software for general ol;erational
purposes, mc]udmg our ad scrving capabjlitics, the development of. our proprietary technology and leasehold -
improvements for our facﬂlues ,During the years, ended Deccmbcr 31, 2006, 2005 and 2004 capnal
expenditures were $21 7 mlillon $20.0 mllhon and $12 3 mllhon. rcspccuvely The mcrease in capltnl
cxpendnures was needcd lo suppon the commued overall growlh of ,our busmcss

VeuY ot . P

The following table summarizes cash’ used 1o fund varioiis acquisitions’ ‘diiring the 'y'c:irs ended - ¢
December 31, 2006, 2005 and 2004. Amounts represent cash consideration paid, including transaction Costs,
post closmg rcquu'cments and contmgcncy payments 'due to cam out agrecrnems ‘net of cash achII‘Cd

rea S Vel e . e ]

T . . . 2006 2008 2008
T ' o (Inthoqsa:!dS) R
Accipiter . ... ...l _ eereee 522158 8 — 8 —
iFRONTIER ...:........ e e et S 26,460 176, , 891
Franchise GOLOT + « v« v v e et eee e tuea 19,682 . L — L —
5 W P 9,877 2,667 —
Amnesia .. .. e b i ra L 4407 T P e —
CeCrusade L L LR T2des = oL
GOTOAST ... . [.....0..0.0 ,w R < Bt “ S =
'.‘Ncuc Dlgltale e .'.. cevaes . |:.,.|: .. .. S gra 1,9__64_ , - .. —-; N
. NetConversions...... 7. . ......... P T S R . .'¢, - 382 . 279 , 4,026, .
chhnologyBrokers/Mcdlﬂ Brokers. R B LR S S e r 41,651 16943 3,086 .
" SBl.Razorfish .. ... ... ... T T L S A S S e BN 62|(l)
Total cash paymcnls. e T 130,609 $lb.6'-:l9 $97972°

(1) In connection with the acquisition of SBI.Razorfish, we paid $89,621 in cash, including $4,321 in-acquisi-
tion related expenses, and issued approximately $74,700 in convertible notes (Notes). In August and
September. 2004, .we sold $80,000 of convemble -senior.subordinated debty the proceeds of which’ were
used to redeem 100 pefcent of the Notes, - . «+-i . r . Lt At e L . w
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Net Cash from Financing Activities o

Qur financing activities primarily relate to the proceeds from issuance of common stock through pubtic
stock offerings and our stock’ option and employee stock purchase plaris. Begmnmg in 2006 it also mcludes
our excess tax benefits from Slock optlon exercises, | R

‘on March 15, 2006, we completéd a follow-on oﬂ'enng 6f7.5 million sharés of common stock at P
purchase pncc of $24.00 per share. The total net proceeds from the offering were $172.3 million after
deducting applicable issuance costs: The follow-on offering of common stock also included an underwmer s
over-allotment option to sell an additional 1,125 million shares. The cxercise of the underwriter's over-
allotment option of 1,125 million shares was completed on April 13, 2006. The total net proceeds from the
offering, including net proceeds of $25.9 million from the underwriters' over-allotment shares, were. = .
$198.3 million, after deducting apphcnblc issuance costs and expenses. ‘ ,

"In August and September 2004, we sold $80.0 million ‘in convertible senior subordinaied notes, the
proceeds of which were used to rédeemn 100% of the convertible notes issued in connection with the
acquisition of SBl.Razorfish. As of December 31, 2006 and 2005, the principal amount of outstanding .-
convertible debt was $80.0 million and the fair market value was $159.4 million-and $162.9 million,
respectively. In connection with the offering, we also paid $2.3 million in debt issuance costs, See the
discussion of interest and pnncnpal paymcnls in Note 13 in our consolidated financial statements.

In 2006, we paid $3. 3 mtlllon to senle debt assumed as part of one of our acqunsmons which was
completed during the year. .

" Proceeds from the exercises of common stock options and issuanice 'of common stock through our e
employce stock purchase plan were $17.5 million, $14.0 million' and $5.1 million for the years ended® "~
December 31, 2006, 2005 and 2004, respectively. The increasé in proceeds each year is due to the increase in
the market price of our common stock, resulting in an incréased volume of stock option exercises and an ~ -
increased employee base pamc:panng in our employee stock purchase plan, :

L]

Prlor to the adcupuon of SFAS No. 123(R) we pn:scnlcd all excess tax beneﬁls from thc exercnse of stock
options as operating cash flows. Pursuant to SFAS No. 123(R), the cash flows from the tax benefits from tax
deductions in excess of the compensation cost recognized for those options (¢xcess tax benefits) have been
classified as financing cash inflows. For the year ended December 31, 2006 cash flows from excess tax
benefits on option exercises were $15.4 million. Since we have used the medified-prospective-transition
method to adopt SFAS No, 123(R), cash flows in the 2005 and 2004 comparauvc period have not bccn
reslated to conform to our current presentation.

We believe lhal our current cash, cash equivalents and investments, together with cash from operating
activities, will be sufficient to meet our anticipated cash needs for working capital, capital expenditures, debt
service, and future contingent payments for our acquired businesses for at least the next twelve months.
However, we may need to raise additional capital or incur additional debt 1o fund our operations in the future.
Our future capital requirements will depend on many factors, including our rate of growth, future acquisitions
and contingent payments we may be required to make on past acquisitions. We could raise funds to meet our
capital requirements through selling more stock to the public.or to private investors, or by incurring debt. We
may not be able to obtain additional funds on commercially favorable terms, or at all. If we issue additional
stock or convertible debt, the ownership percentage of current stockholders would be diluted.

. Commitments and Contingéncies ' | <o ¢ ‘ S
As of December. 31,°2006,-we had material commitments.related to our convertible debt and operating
leases for office space and office equipment leases. In addition, we had material obligations related to-ad
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content delivery. services.. The following are our contractual commitrients and obligations as:of December 31,

2006 (in.thousands):. : . g - B R ST .
: : - 4.t "+ . Year Ended December 31, o
- . .. K R 2011 and '
2007 - 2008 . 2009 ... 2010 .. thereafter - Total
Commitmen(sp H " vt e ' '.'.-" (R RO T e ’ Dote L
Operating leasés ... ..... S0 ... L "$11492  $10,654 " $10030 | $10454 ~'$ 33,191° 5 75,821
Ad conteni delivery services . ....... 1,817 445 T T — 0 — " . — 2262
Convertible debt (including interest N . ' T
payments). . . .... R 1,800 1,800 . _-1,800 - . 1,800 - 104,525 111,725
Total commitments . ..;...... .. . $15,100 $12.899 ' $K1830 " 512,254 ($i37.716  $189,808

Many of our recent acquisitions have related purchasc agreements that provide for futiite contingent
payrients. These payments are determined baséd on operating perfofmarice for the Acquired entities over a
stated period of time: These payments are recorded when the actual‘amounts ar¢ determined, due 10 the
uncertainty of achieving the financial results. The followifig table summarizés our estimates 'of future
contingency payments in the period of expected payment by acquisition should actual results be consisient

with management’s current estimates. , T ' " .
N et et . Year Ending December 31, |
' C . 000 - . 20m
. ] . . _. .. . .- l ) ' l _LOL _-‘:l-l_gh_. I LO“' ) H]sh
Digital,Marketing Services(1). . . ...... ..l $39.800. $72,100 . .$4,600  $13,800

(1) In addition to the contingent payments shown in the table, we will also make paymcnfs totaling $1 1;924
subsequent to December 31, 2006. These payments relate-to the acquisitions made during 2006 and have
been accrued on'the Consolidated Balancé sheet as of December 31, 2006, v - L

Recent Accounting Pronouncements "' e LT e

In June 2006, the FASB issued FASﬁ.lmt;‘rbljetatioh N(;‘.-EFIN) 48, “Accounting for A!J_hcer_chi_nty in Income
Taxes — An Imcr;frela_lion of‘..FASB-Sihtcmcpt No. 109”, which preséribes u'réc'ognitiqn threshold and .. -,
measurement attribute for the financial statement recognition and measurement of a tax_position taken or
expected to be taken in an income tax returh. FIN 48 will be effective beginning January 1, 2007. We are
currently evaluating the impact, of implementation on our, consolidated financial statements but we.do not .
believe the adoption of this statement will have a material impact on our financial condition or'results of
operations. T — o . .
fn September 2006, the FASB issued SFAS No. | 57 Fair Value Measurements”, which establishes a
framework for measuring fair value and requires expanded disclosure about the information used to measure
fair value. This statement is effective for fiscal years ending after November 15, 2007. The statement applies . -
whenever other statements require, or permit, assets or liabiliiies. to be measured at fair value, but does not
expand the use of fair value'in any new circumstances. We do not expect the adoption of this statement to.
have a material impact on our financial condition or résults of operations. ' T N

’ - ’ L B L
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
_ Interest Rate Risk T L f '-‘L N S

The primary-objective of our investment activities is loipreserve capital and provide liquidity.while at the
same lime optimizing returns without significantly increasing risk. As:of December 31, 2006 we had short-
term and long-term marketable securities of $131.0 million and $32.5 million, respectively.-We classify our
investments as short term or long term based on-their maturities from purchase date and our reasonable
expectation as to when they Will.be-conve;‘téd into cash. We classify all our investments gs available-for-sale -

securities, which are carried at fair value with.unrealized gains.or losses reported as a separate component.of
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shareholders’ equity. As of Décember-31,2006 unrealized losses in our marketable ecurities were $0.1 million.
Our exposure to market risk includes interest income sensitivity, which is affected by changes in the general -
level of U.S. interest rates, particularly because the majority of our investments are investment-grade debt
securities issued by corporations and U.S. government agencies. We hold fixed- rate securities which may have
their fair market value adversely impacted due to a rise in interest rates. Our investments are of a short-lerm
nature; as of December 31, 2006 our long-term portfolio had a weighted-average time to maturity of less than
two years. We place our investments with high-quality issuers and,limit the amount of credit exposure. to any
one issuer. Due to the nature of our investments and the short term nature of our portfoho. we believe that we
are not subject to any material market risk exposure.

* The fair.value of our fixed-rate long-term convertible debt is sensitive 10 changes in interest rates. As of
December 31, 2006; we had. $80 million in; outstanding. fixed-rate convertible debt wilh an interest rate of
2.25%. The fair value of this’ débt is subject to change as a result of movements in interest rates. Sensntmty
analysns is one technique used to eyaluate this potential impact. Based on a hypothetical, .immediate 100 basis-
point increase. in interest rates at Decembcr 3I -2006, the market value of our fixed-rate long-term convertible
debt would be |mpacted bya net decrease of $0 4 m:lllon These hypothcueal gains or losses would not be
reflected in our results of operations or f'mancnal condnuons .under cufrent accounting principles.

. R I T P PR roo o . '

Forelgn Currency Exchange Rate Rlsk _ ' P e e

We maintain bank accounts w1th balances denominated in British pounds to support our UK. -based
operations, We are subject o foreign currency exchange rate risk on these accounts, Based on the balance of
foreign funds at December 31, 2006 of £0. 7 million, an assumed 5%, 10% and 20% decrease of the
British pound compared to the U.S. dollar-would result in fair-value declines of $0.1 million, $0. l mllhon and
$0.3 million, respectwely

oA .t . AP PR R S R TN . - "

Sevcral of our recent! aequlsmons have related purchase agreements that provide .for future conungent
payments that are denominated in forelgn currencies and are based on the operating performance of the
acquired businesses over a period of time. We do not record a liability until the contingency is resolved and
the additional consideration is determinable beyond a reasonable doubt. We, are subject to-foreign exchange
risk on thcse future payments. We have esu:nated a range for these future payments which is disclosed in
Note 4 to our consolldated ﬁnancnal statements, These future payments have not been recorded in our
Consolidatéd Balancé Sheet'as of December 31;'2006. An assumed' apprecratmn ‘of thésé currencies against the
U.S. dollar would' result in additional cash payments rangmg from $2.2 tnllhon to $4.2° million (5% rate
decline), $4.3 nulhon (o $8. 4 rmlhon {10% rate 'decline) and $8. 7 miliion to $16.9 mllllon (20% rate decline).
Any additional payment amounts nesultmg ‘from forelgn exchange rate fluctiations until the contmgency 1s ’
resolvéd will be recofdéd as an increasé’ to goodwill with fio’impact on our future financial results. o

Certain forezgn-currency denominated amounts, due to the selling shareholders of acquired busmesses
have been accrued on our Consolldated Balance Sheet at Decembcr 3, 2006 An assumed declide of 5%
10% arid 20% of these lforelgn cunenc:es agamst the U.S. do]lar would result m an increase of our habﬂlty of.
$0.3 million, $0.5’ mllhon and $1°0 mtllton respectlvely Fonelgn cun'ency fllictuations between December 3l
2006 and the date thc payment is made for thesc accrued amoums w;]l be reeordcd as a fore1gn currency gam
or loss in our Consolidated”Statement of Operatlons

dien, e .. LI : [

We transact business in the United ngdom Germany. Australla and Asia, and are thus subJect 1o
exposure from adverse riiovements in foreign curréncy.exchange rates. ‘Thé -assets and liabilities of our foreign
subsidiaries have functional currencies other than the U.S. dollar and are translated to U.S.. doflars at exchange
rates in effect at the balance sheet date. Income and expense items are translated at the averdge exchange raies
prevailing during the period. A .10% appreciation inithe U.S. dollar during the year. ended-Dec¢ember 31, 2006
- would have resulted’in a reduction of income before provision for income taxes of $1.4- million. A 10% .
adverse change in the foreign currency rates as of December 31,.2006 would have resulied in'a $9.9 miillion
decrease of our foreign subsidiaries’- net assets, excluding intercompany balances: Such-a change in income
would have resulted from applying a different excharge rate to translatetand revalue the financial statements
of our foreign subsidiaries. Qur foreign operations .are ‘also subject to risks typical of an intemational business,
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including, but not limited to, differing ‘ecoriomic conditioris; changes.in political -clifate,.differing tax " it -
structores and regulations and restrictions, and foreign currency exchange rate volatility. Accordingly, our
results could be adversely affected by changes m these or other factors.

We do not use derivative finaficial . mstrumenls 10 rnariage interést rate risk, to.reduce our exposure to
changes in foreign currency exchange rates, or for speculauve trading purposcs .
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R_eport of lndepehdent Registered Public Accounting Firm

’I'thoardofDlrectorsandStockholders e N T
aQuantive, Inc.: . - : . .

We have audited the accompanymg consolidated balance sheets of aQuantive, Inc. and -subsidiaries as of
December 31, 2006 and 2005, and the related. consolidated statements of operations and comprebensive,
income, shareholders’ equity, and cash.flows for.each of the years in the threc-year period ended December 31,
2006: In connection with.our-audits of the consolidated financial-statements, we also have audited financial .,
statement schedule I1. These consolidated financial. statements and financial statement.schedule are the -
responsibility of the Company's management. Our, responsibility is to-express an opamon on these consolidated
financial statements and financial, staternent- schedule based on-our audits. - . - R

We conducted our audits in accordance with the standards of the Public Company Accounlmg Oversight
Board (United States). Those.tandards require that.we plan and. perform the audit 1o obtain reasonable .
assurance -about, whether the ﬁnanc:al .statements are. free of material misstatement. An.audit-includes -~ -
examining, on a test basis, eyidence supporting the amom_ns.and disclosures in the financial statemenis. An -
audit also includes assessing.the accounting principles used and significant esumates made by management, as
well as evaluating the overall financial statement presentation. We bcllcve that our audits- provide a reasonable
basis. for our opinion.:

(IR -'.o LN . S

In our opinion, the consolidated ﬁnancnal statements referred to above present falrly. in all 'material .
respects, the financial position of aQuantive, Inc. and subsidiaries as of December 31; 2006 and 2005, and the
results of, their operations,, and thelr .cash flows for each of lhe years in the three-year pcnod ended o
December 3l 2006, in conforrmty wuth U.Ss. generally accepled accounting principles. Also in our opinion,
the related financial statement, schedulc when considered in relation to the basic consohdated financial
statements laken as a whole, presems falrly, in all material respects lhc mformauon set.forth therein. .

' As discusséd in Note 2 1o the consohdated ﬁnancnal statements, the Company-adopted Statement of

Fmanmal Accounlmg Slandards No. 123(R) “Sha:e Based Paymcnt," eﬂ’ccnve January 1, 2006.
"I"' . Trea b e
We have also audited, in accordance w1th the standards of the Pubhc Company Accounting 0vers1ght

Board (Umted States) ‘the eﬁectweness of aQuamlve. }nc s internal control over financial reporting as of .
December 31, 2006, based on criteria established in Intemna! Control — Integrated Framewaork issued by thc
Comnmittee of Sponsoring Orgamzauons of the Treadway Comrmssnon (COS0);+and dur report dated » -’
February 26, 2007 expressed an unqualified opiniot-on managemcm $ assassment of, and lhe effective ~ S
operation of, internal control over financial reporting. -+ - o e

/si KPMGLLP © . ...,

Lo o — cee . . . . . e
el L e . . T . v e [ . 2. . . .

Seanle. Washmglon. N
February 26, 2007
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" February 26, 2007

Report of [ndependent‘-Registered Public Accounting Firm

The Board of Dlrectors and Stockholdcrs : I . -
aQuantive, Inc.: : :

‘We have audited management's assessment; included.in the accompanying Management's Report ori
Internal Control Over Financial-Reporting that aQuantive, Inc. and subsidiaries maintained effective internal
control over financial reporting as of December 31, 2006, based -on critefia established in Internal Control-
Integrated Framework-issued by the.Committee of ‘Sponsoring Organizations of -the Treadway Commission” *
(COS0). The Company's management is responsible_for maintaining effective internal control over.financial
reporting and for'its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the
Company s internal control over financial reponmg based on our audit. L ’

We conducted oGr audit in accordance’ with the standards of the: Pubhc Company Accounting Oversight -
Board (United Statgs). Those standards require that we plan and perform the ‘audit io obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included -obtaining an'understanding of intemal coritro] over financial reporting, evaluating
management's assessment, testing and evaluating the design and operating effectiveness of internal control, -
and performing such other procedures as we considered necessary in the circumstances. We believe that our -
audit provides a reasonable basis for our opinion. ) S

A company’s internal control over financial reporting is a process dcmgncd 1o provnde reasonable assurance
regarding the reliability of financial rcportmg ‘and the preparation of financial siatemeénts for external purposes in
accordance with generally dccepted accounting principles. A- company s internal control over financial reporting
includes those policies and procedures that (1) pertain to the mamtcnance of récords that, in reasonable detail,
accurately and fairly reflect-the trafisactions and dlsposmons of the assets of the company; (2) provide reasonable
assurance, that transactions are recordcd as necessaryto permit- preparation of financial statements in accordance
with generally acccpted accountmg pnncnplcs and that receipts and expenditures of the company arc being made
only in accordance with authorizations of management and directors of the company; and 3) pr0v1de reasonable
assurance regarding prevention or tlmc]y detection’ of ‘unauthorized 4cquisition, use or disposition of the
company "s assets that could havc a matenal effect on the ﬁnancml statements. -

: “r - -
Because of its. mherent hmltatlons lntemal comml over ﬁnanmal reporting may not prevent or detcct
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the

policies or procedures may deleriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). Also, in our opinion, the Company maintained, in zll material respects,
effective internal control over financial reporting as of December 31, 2006, based on criteria established in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Orgamzatlons of the Treadway
Commission (COSO)

We also have audited, in accordancc with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of aQuantive, Inc. as of December 31, 2006 and 2005,
and the related consolidated statements of operations and comprehensive income, shareholders’ equity, and
cash flows for each of the years in the three-year period ended December 31, 2006, and our report dated
February 26, 2007 expressed an unqualified opinion on those consolidated financial statements,

/st KPMG LLP

Seatile, Washington
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AQUANTIVE, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except per.share amounts)
. o ) December 31,

. 2006 2005
ASSETS ‘

Curn:nl assels:, .

Cash and cash equlvalcms ................... e e e $147,795 % 76,734
Shor-term iNVESIMENLS . . .. . ..ot i e i s a e e 131,012 35,617
Actounts receivable, net of allowances of $4.087 and $3,146 in 2006 and 2005, : :

. respectively ......... e, RN e . 273,174, 160,370
Other receivables . .. .. i i vi it e et e 2,312 968
Prepaid expenses and other currem ASSEIS .. v v e o 4459 2,108

" Deferred tax assets. . . . . P 4,475 5416

- Total current assets . " .: ............ e e © 563227 281,213
Property and equipment, net.® ...... e e L 34343 27,370
Goodwill ... ... . it e e e T © 269,325 . 141,075

" Other intangible assels, MEt. . ..o oetih i 47,255 32,078

Long-term investments. .. J...hu e eeeaay s e e e e .. 32,509

OURET BSSBIS. « « v oot e e rn i iaiae s inearnsas e ae e eve.., -1,888 l 783

Deferred financing costs, DL v oot e e e et e e 866 1,386

! Deferred (ax assels, NEL ... .....ovneenrvereceens e Tt 2,915 - 23,155
j Total assets .......... SPRR A S c.o.. $952,328  $508.660
LIABILITIES AND SHAREHOLDERS' EQUITY

Curreqt liabilitigs: L. o ]

Accounts payable.,...... ST S $194,386  § 94,327

" Actrued liabilities. . ..t i L 56,686 . - 38976

" Pre-billed media. . ... e 27,945 18,254
Deferred rent,.curvent portion . . ..... .. e e - 1,027 670
Defermed TEVEIUE o o . oottt it ie et it e 16517 . 14,310
* Total current labilities ... oo e 296,561 166,537

Long-term accrued liabilities ... ... e P LU ‘3,720 430

Convertible notes payable .. ...................... et iea e 80,000 80,000

Deferred rent, 185$ CUITENt PORION . - . ..o ovvereneerenofomnennsns . 4221 4,753

Total Habililies - . o oo o it e et et e e e e cg e b e 384,502 251,720

Commitments and contingencies {Note 12)
Shareholders’ equity:
Preferred stock; $0.01 par value; 21,084 shares authorized and aone issued or
+ outstanding at December 31, 2006 and 2005 . . . ... e e P — -
Common stock, $0.01 par value; 200,000 shares authorized: 77,768 and
66,495 shares issued and outstanding at December 31, 2006 and 2005,

TESPECHVELY .« vttt et e e e 718 665
Paid-in capital . ... ..t 522,657 269,382
Retained eamnings (Accumulated deficit) .. ... .. ... il 41,036 (12,918)
Accumulated other comprehensive income (loss). ... . . e e 3,355 {189)
Total shareholders’ equity . . . . .. ... ittt i e 567,826 256,940
Total liabilities and shareholders” equity .. ..... ... . i $952,328  $508,660
E
; Sec accompanying-notes to consolidated financial statements. .
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AQUANTIVE, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
+AND: COMPREHENSIVE INCOME .
(In thousands, except per share amounts)

Year Ended December 31, |

; 2006 2005 2004
Revenue. .. ..., R L E R E R R R R PP 44221t $l}_08.¢_105 5157 937
E;cpenscs: . . — . . e JIo T -'
Costof revenue. . .. ........ e rreat i gLt o et L 067,578, 1138,305 . 22-55]
" ClERt SUPPOFT . « v v vre e ee e e e e TP - 198155 138.220° ! 66,934
. Product development. ........... .00 o0 e g 15598 9328 ! _' 6|88
Sales and marketing ......... . ........ e 2845 7289, %ier
.+ General and admlmstrauvc ...... e R PR e 41410 _32.‘73_2. oL 20213
* Amortization- of inlangible assels .............. e .. 9330 .--7.210 . .:4,048
Cllem rclmbumed EXPENnses .. ... ... K S P . 5,675 4, 340 1,260
“Total costs-and expenses . . . . ... e S " 366,205 ;247424 . 131,391
Ottie'r OPERALAZ-INCOME. . . ...t - 3,867 S = e T
Income from operations. . . . .. TR S 19873 60981 .; ' 26,55}6
lntq.::est and otherincome, net ... ... ool EERERRP e Lo 14491 1 532 .. 1,925
L1 T T P 2,380 2, 334 875
Income before income taxes . ;7). Lo Lt e RS VL0 o0 91984 60, 179_ 27,596
Provision (benefit) for income taxes . ....................... ... 38,030 24 998 ' _ (15 28?)
thmcome B T N L $35181 542.883
' . . . . DR
Basu: net income, per share ........... e e e $ 072 % . _0.55. n$. 070
Dnluled net income per share. .................. PN $ 064 'S 048 3062
T dr bt N s
Shdl’CS used in computmg basic net income pershare. ... ............ 74,739, ...64,099 , 61,225
Shares used in computmg diluted net income per share . . e e .. 85919 "| 765|6| ','. 69:412
Comprehcnswe income: : S . o e e T e
Netmcomc.........................................‘7.'...'553954""-'335181' |$42383
Items of othcr comprehensive i n}come (Ioss) ....... e o 3 544 , X (264) e (207)
Comprehcnswe income . ....... e e Ve $ 57 498 $ 34.917. $ 42 676
s .-—.‘ S -,”_” R LT IR ve S o P KRS
’ “
. ) ] L
': L) A J“ ! ~
_ . » ' et onTm L e
" v PR P
. 'R vl e f r
See accompanying notes (o conselidated financial statements. ;
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AQUANTIVE, INC.

CONSOLIDATED STATEMENTS OF:SHAREHOLDERS": EQU]’I‘Y
{In thousands)

Accumulnted
. Retained Other
Earnings Comprehensive Total
_CommonStock  pgid-In ~ (Accomulated.. . - Income, ~  Sharcholders’
. Shares  Amount Capital Deflcir) ) (Loss} ! EqulI) .
BALANCES December 31, 2003. . 60,167 %602  $220,637: .- $(90,982) . - S 282 - - $130,539'
Exercise of-common stock-options . 1,869 20 - 314 — S =T T 37940
Issuance of common stock — : A S tme e
Employee Stock Purchase Plan. ...~ 220 ; 1,297 - T — 1,298
Reduction in valuation allowance . L
related 10 stock option exercises A Lo . , o
priorto 2004 .. ..... e — — 3.094 — - . 309
Excess tax benefit of exercise of . . e T 1 A
common-stock oplions . .. .. ..... — — . 5,096 —_ . — 5 096
Unrealized 1oss on available for sale . : T
“investments.’ .. ... ! : ......... — — —_ —_ - 4n - -(147)
Currcncy watislation loss . ... .... . — — - —_ -6 - (60)
Netlncome . .....oyennannns = = — 42,883 C=—c T 42,883
BALANCES Deccmbcr 3t 2004 62,256 3623 $233.898  $(48,099) $ 75 . ", $186,497
Exercise of common stock opnons 3838 38 11,072 — . = v L0
Issuance of common stock — T L
Employee Stock Purchase Plan, ... ~ 40l 4 2,928 e - T 2,932,
Excess tax benefit of exercise of : . S, Co " -
common stock options . . .. ...... -_ — +21438 e, —_ 21,438
Compensation expense due to vesting o o
accelerations. . . ......... ... I = fod46 o — TN s — - e 46
Unrealized loss on available for sale ' : o - )
< .investments,. . ... .. il —_ — _— _ L 58y v . (58)
Currency translation loss . . ... .. ... — —_ — —_ (206)‘...‘. Voo e < (206):
Net Income ........... e . — - — . 35,181 . . 35,181 -
BALANCES, December 31,2005.... 66495  $665  $209,382 i $(12,918) §I89) $256,940
Issuance of common stock upon . e T : Lo
equity offering, net ol’ related ) o ' T T
COSES .. inie v va et vnneans 8,625 86 198,164 .- . — . '198,250
Exercise of.common stock options .« .1 2,179 . .22 (1825 - . . — » ° o= .- 11,34
Issuance of-common stock — . . _ v ae e T
~ Employee Stock Purchase' Plan . . . . 354 4 5,604 —_ L = <. 5,608 ¢
Issuance of nonvested share award . . . 115 1 (1) — e, e -
Excess tax benefit of exercise of , . a4
common stock options. .. ....... - - 16,035 = = 716,035
Stock-based’ compensation expense . .. : 18,554 - o=+ T 18554
Replacement options issued upon ‘ . et e
acguisition of Accipiter (Noe 9). . — — 3,094 e e e o 3094
Unrealized loss on available for sale . . ; SR PN
investments. . . . . . P — - -— - (C7) 9.
Currency translation gain.-..:...... — — — - 3,635 ' 3,635
NetIncome .............c.oven. - = i_nd 53054 0 e wmatt ' t 53954
BALANCES, December 31,2006. ... 77,768  $778  $522.657 "$41,036 ’ $3355 © $567.826

See.accompanying notes.to consolidated financial stalements:
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AQUANTIVE, INC.

. CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

g . Year Ended December 31,
. L 2006 20052004
Cash flows from operating activities: | " Y L
NELIRCOME |, . oot et e e e $ 53954 $3518] §42883
Adjustments to recancile net income to net cash provided by operating activities: . LT i :
Depreciation and 8MOMIZALOR . .. .. oot i et e e e e e 25,175 18,613 9159

Stock-based COMPENSALIoN EXPENSE . . . oottt vttt e e u b e C18.554 . . 46 -

Stock option income tax benefit .. .. ... L e o= 21438 8.190

Excess tax benefit from stock-based compcnsauon ..... e e {15,3%0) — -

Other mon-cash 1lEIMS . . ... i it it i i i e e s 689 - 551 120

Changes in operating assets and liabilitics, nct of acquisitions: oo Lo

ACCOUNIS TeCeivabIe, MBL. . o oo vt s v s i e i e ie. (101380} (50587 (31.059)
Other receivables, prepaid expenses gmd other curment assels . . ....... i e vn i 3.057) - 155 . (15)
L 0T T 281 {325) - - 666
Accoums payable .. .. ... e e e - 99,695 24621 13,532
Accrued labiliies. . ... .o e et e 5525 16,276, . , 2,784
Prebilledmedia . .......... ... i R S 9927 . .2599 .IL11D
Deferred revenue . . . .. e e e 1074 3 3,203
© Deferredrent................ e e NI RREEE ) N B Uy B AT &
Defermed tBAeS .. oo ovv et e e R ©To33342 0 (2259) ((24.492)
_ Net cash provided by operating activilies . . ..... .. e e - 122992+ 70579 - 38.854
Cash flows from investing activities: o !
Purchases of property and eQuipmenl . . ... ..ot i i e e (21,715) © 20030y  (12,312)
Purchases of available-for-sale invesmentS . . . .. o r ittt in et e e (172,680)" (15.604) .. (15.659)
Procéeds from sales and maturitics of avaitable-for-sale investments ... ... ... ..o ienn., 44,837 14,379 . 70,707
Transfers o restricted €ash . . . ... i e e e (320 (538} -
Acquisitions and related cam-out payments, less cash received of $2,008, $443 and $408 in 2006, . :

2005 and 2004, respectively . ... ............ P (130,609) .(1064%) {97.97D)
Net cash used in investing activities ... ........, fov e, S (280,487} (32,442)4 {55.236)
Cash flows from financing activities: .

Proceeds from equity offering, et of issuance costs . . ... ... i i 198,250 - -
Proceeds from issuance of convertible MOIES « . ..« ..ot ve v i e - - —. . 80000
Payments on notes payable (including payment of convertible debt nssocisted with pun:hasc of

SBILRazorfish in 2004 — see supplememial disclosure of non-cash investing activities below) . . . . - —  (4.697)
Payment of debl iSSUANCE COSIS + o . . o v ci v et e et s e e - —  (2.255)
Paymentofdebt ........ .. ... ... it e e (3.325) — —
Proceeds from cxercises of common stock opucms and tssuance of common stock under me ESPP... 17,455 14,042 . 509
Excess 1ax benefit from stock-based compensation. . ... ... vt i i 15.390 - —
Net cash provided by financing activities . . ... .. [ 221770 14,042 3,140
Effect of exchange rate on cash and cash equivalents ., . ... ..o oo iin i, 986 T — -
Net increase (decrcase) incash and cash eguivalents. .. .. .. .. .o ot in i e 71,061 52,179 (8.242)
Cash and cash equivafents, beginning of year . ... ... ... ... ... i i i 76,734 24555 32,197
Cash and cash equivalents, end of year ... ... .. i i e i $147,795 $76734 . § 24,555
Supplemental disclosure of cash flow information: : o
Cash PRI 0T IIETES . + v v vt o v e et e e m et e $ 1800 $ 1755 - § 240
T $ 484 § 1547 '$ 95
Supplemental disclosure of non-cash investing and financing ucllﬂlm
Issuance of convertible debt in connection with w;qulsmon ‘of SBI. Ramrﬁsh ................. 3 — § — §74697
Replacement options issued upon acquisition of ACCIDHET - oo v e et e $ 3094 § — § -

- Accrued acquisition Payments and €XPERSES - . . . . ... .t $ 1208 § — § —

See accompanying notes to consolidated financial statements.
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AQUANTIVE, INC.

-+ NOTES TO CONSOLiDATED FINANCIAL STATEMENTS
December 31, 2006
(In thousands, except per share amounts) T

-

Note 1. Company Background and Overview

aQuantive, Inc., a Washington corporation, is a digital marketing services and technology company. We
are organized into three segments:. o . : ' .

Digital Marketing Services (“DMS”). Our DMS segment consists of Avenue A |Razorfish, an
interactive agency which provides a full-service offering, including website development, interactive
marketing and creative development and branding through several offices located in the United States and
four interactive and creative agencies located in Europe and Asia Pacific. The agencies within the digital
marketing services segment help clients use the Internet as an integrated online business channel to build
one-to-one relationships with their customers — ranging from consumers and business customers, to
partners and employees. o : C C

Digital Marketing Technologies (“DMT"). Our DMT segment consists of Atlas; a provider of '’
digital marketing technologies and expertise.- Atlas’s software suite enables agencies and enterprise
marketers to manage theit entire djgital marketing cffort, including planning campaigns, displaying ads,
and optimizing their websites. [n addition, select publishers wiilize Atlas to mdnage digital advertising
inventory. Our DMT segment also includes Accipiter, an ad serving technology provider that provides’
web publishers an ad serving solution that enables the publisher’s direct sales force to maximize revenue
camed from premium display and text placements. '

Digital Performance Media (“DPM”). Our DPM segment consists of DRIVEpm, MediaBrokers
and Franchise Gator. Both DRIVEpm and U.K.-based MediaBrokers are online advertising networks and
behavioral targeting businesses, serving as intermediaries between online publishers and advertisers. by
procuring online advertising inventory from publishers and reselling that inventory.to advertisers.on.a
highly targeted basis. Franchise Gator is an extension of the performance media business, focused. on the
franchise industry, which addresses clients’ needs for online leads. Franchise Gator helps franchise
marketers gencrate leads by presenting prospective franchisees with profiles of franchisc opportunities
and businesses from a variety of industry sectors, and in wm, providing franchisors with a cost-effective
mode of franchise marketing.

Company History e ) L : . RIN

We were founded in 1997 under the name of Avenue A, Inc., a Washington corporation, and our initial
public offering took place in February 2000. In 2001, we established separate business' units, DMS and DMT,
whereby Atlas could sell the proprietary campaign management technology developed through Avenue A to
other interactive agencies and direct advertisers. In 2003, we renamed the company aQuantive, Inc. and
established Avenue A and Atlas s subsidiaries. In‘early 2004, we formed our third segiment, DPM. '

: . ] ! . I ot

o
' -r

We have grown through a combination of organic growth and acquisitions. Qur acquisitions over the last
three yéars include: S : . . . :

« In 2006, we acquired U.S.-based Accipiter, a seller of ad-serving technology, ¢-Crusade, a creative
agency for digital marketing located in China, Neue Digitale, a creative agency located in Germany,
Amnesia, a full-service digital agency in Australia and U.S.-based Franchise Gator, 2 pay-for-perform-
ance digital marketing company. Accipiter was incorporated into our DMT segment, 2ll the agencies
were included in our DMS segment and Franchise Gator was incorporated in our DPM segment.’ <.

+* In 2005, we acquired DNA, an interactive advertising and web development agenicy that was
incorporated in our DMS segment. . e e
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AQUANTIVE, INC.
NOTES TO'CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

* In 2004, we acquired SBL.Razorfish; an Interngt marketing; web development, design and consulting
firm. SBL.Razorfish combined its capabilities with Avenue A, rebranding the combined agencies as
Avenue A |Razorfish. We acquired TechnologyBrokers and MediaBrokers.in 2004. Prior to the
acquisition, TechnologyBrokers was the sole provider of sales and client suppont for Atlas customers in

+ Europe and subsequent to.the acquisition it has been renamed Atlas. Europe. MediaBrokers purchases
and resells publisher inventory to advertisers on a targeted basis and is now the European arm of DPM.
We also acquired thConversnons in 2004, a website usability technology prov:dcr which has been

'mcorporated mto lhe Allas busmess as An'as S:re Oprimzzmmn

. [ L | 'i O S AL S |
‘These acquisitions should be factored into any companson of our resulls of operauons dunng ‘the years
endcd Dcccmber 2006, 2005 and 2004. g .

Note 2.' Summary of Sig'niﬁ't':ant Accountii'lg' Policies
Principles of Consolidation

.-
Thc consohdated ﬁnancnal statements mcludc the accoums of aQuamlvc Inc and its whol]y owned
sub5|d1anes Slgmﬁcant mtercompany accounts and lransacnons have been cllmluatcd in consolldanon

k. . U i R T . ' .o

Foreign Currencies . o ; g T e T e e . o

Assets and liabilities of subsidiaries whose functional cdrrency is not the U'S. dollar aré translated at the
exchange rate on'the balance sheet date.-Revenue and expenses are translated at average rates of exchange
prevailing during the year. Translation adjustments resulting from thisprocess are charged or credited to other
comprehensive income: (Joss).- We record ‘transactional gains and losses on amounts denominated-in currencies
other than the U.S. dollar:-We also record transactional ‘gains'and losses incurred by our international® -
operations on amounts denominated in currencies other than their local- currencies. These transaction exchange
gains and losses are’ mcludcd wnhm Interest and Other Income, net-in our consolndated Smtcmem of «:
Operations. - . ' - : o o

AL I e e a WL v ! LN R L

Reclassifications

Centain prior year amounts have been reclassified to conform to the 2006 presentation. ... -+ =+ -

e U e oo, o et - " . TR ' . K .

Use of Estimates in.the Preparation of Financial Statements '

" The' prcparatmn of lhe consohdmed i' nancial statcmenls requlres managemcnt 1o make a number of .
estimates and. -assumptions relatmg 1o the reported amounts of assets and llabllmcs and the disclosure of
contingent assets and liabilities at the date of the consohdated financial statements and the reported amounts
of révenue and expenses during the reporting period. Significant items .subject to such estimates and
assumptions include revenue recognition for fixed-price contracts, stock-based compensation expense, the
carrying amount of property and equlpmcnl. intangible assets and goodw:ll valuation allowances for
receivabiés, deferréd’income tax ‘asséls and llablhues. state and city taxes, contingencies and obl:ganons
relatcd o employce bcneﬁts Acmal resulls could d|ﬂ'cr from lhose esumales

.
-.."." " O

CashE;;uivalents: L. ot b . L . . ,

rort

Cash equivalents include demand deposits, money market accounts and tughly hqmd. debt instruments
with maturity at purchase of three months or less. o .. oL
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AQUANTIVE; INC.
NOTES. TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Restricted Cash

Restricted cash consists: of cash-balances pledged.as collateral for letters.of credit related to lease -
commitments. The restrictions will apse when the letters of credit expire at the end of the lease terms. + . -«
Restricted cash balances of $858 and $538 4t December 31,,2006 and 2005, .respectively, are included in.Other.
Assets on the.Consolidated Balance Sheet. - .- -4, .~ o N R - .-

Cabee e , ST

L . st - . , RN N n

Investments B

_Our'investments consist primarily of investment-grade marketablé-securities. All'marketable-securities-
with stated maturitics of greater than three months ai purchase date are classified as investments. All of our
investments have been classified as available-for-sale and are reported at fair value, with unrealized gains and
losses, wher matcrial, repoitéd net-of-1ax 4s a separaic component of shareholders’ ‘quity: Fair value is
determined based upon the quoted market prices of the securities. Realized gains and los'se"s'_ on the sale of
available-for-sale securitics or unrealized'10sses dué to declines in value judged to be other thah temporary are’
recorded within Interest and Other Income: During the years'ended December 31,°2006, 2005 and 2004, the”
gross realizéd gainé and Josses’were not Sighificant. The cosi of securities'sold is based 'on the $pecific
identification méthod. Prerhiurns and"discounts aré amortized over the'périod from acquisition to maturity and
are inclided in Interest and Other Incomie. ‘Avaitable-for-sale investments are claSsified as either short-term or
long-term based dn'the matirities of the securities arid management’s reasonable expectation as t6 when'they -
will convert into cash? Investments that'are expéctéd 1o bé realized after ohe year are classified as long-term’
assets in the Consolidated Balance Sheet. -4

! J D S "o

Concentrations of Credit Risk and Significant Customers « - . K T TR e R U

Financial instruments that potentiaily subject'us to concentrations of, credit risk cansist of cash angd cash
equivalents, invesiments and accounts reccivable. Cash and cash equivalents are deposited in the local currency
with a limited number of financial institutions in the.United States, Europe, Hong Kong and Australia. The
balances in the United States held at any one financial institution may be in excess of Federal Deposit ‘
Insurance Corporation {“FDIC") insurance limits. We have accounls in local currencies with 10 major financial
institutions, and these accounts are generally not insured.

We perform initial and ongoing evaluations of our customers' financial position, and generally extend
credit; requiring collateral as deemed necessary. We maintain allowances for potential credit losses, which are
based on factors such as historical write-off percentages, the current aging of accounts receivable, and .o -,
customer specific and industry credit risk factors. We do not have any off-balance sheet credit exposures

related to our customers.
St IR
] Vot

One of our customers represented 10%, 11% and 13% of consolidated revenues in 2006, 2005 and 2004
respectively! This-customer-is inclided in the DMS and DMT ségments. No other customers -genciated greater
than 10% of revenues in those periods. There were no customers représenting 10% or ore of consolidated
accounts reccivable as of De_c_cmbcr_'Si, 2006 and 2905.

R boas
. L o, A IS ‘ . ! . VT . i ’
Fair, Value of Financial Instruments . o e L e

The carrying amounts of the cash and cash equivalents, accounts receivable, accounts payable, pre-billed
media and accrued liabilities approximate fair values because of their short maturities. Our short-term and
tong-term investments are carried at fair values in our Consolidated Balance Sheet. The fair.value of long-term
notes payable at December 31, 2006 and 2005 was $159,400 and $162,904, respectively. The fair value was
calculated based on market prices.‘We do not anticipate settlement of long-term debt at other than' its book
value of $80,000. v e i
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AQUANTIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —- (Continued)

Long-lived Assets A e

Property and equipment are stated at cost. Depreciation is computed using the straiéht-line method over
the estimated useful lives of the assets. Computer equipment, furniture and fixtures, and software costs are -
amortized -over three, five and three years, respectively. Leasehold improvements are:amortized’over the
shorter of the remaining lease term or the estimated useful lives of the tmprovements using the straight-line
method. Repair and maintenance costs are expensed as incurred.

Intangible assets include identifiable intangible assets purchased through various acquisitions. Intangible
assets are presented .nct of related accumulated: amortization and are being amomzcd on a straight-line basis
over. two 1o ﬁfteen years. . . ) - .

Property, plant and equipment, “and purchascd mlanglblcs subject 10 amomzauon are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amoum of an asset may ,
not be recovcrable .Recoverability of assets to be held and used is measured by a comparison of the carying
amount of an asset to estimated undiscounted future cash flows expecled to be generated by the asset, If the
carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized by
the amount by which the carrying amoum of the asset exceeds the fair value of the asset. Assets to be
disposed of, if any, are separalcly presented in the balance sheet and reported at the lower of the carrying
amount or fair value less costs tosell, and are no longer depreciated. The assets and liabilities of a disposed
group classificd as held for sale wou]d be presented scparately in the appropriate asset and liability sections of
the balance sheet. . . '

Goodwill is not amortized but it is tested for impairment in accordance with the provisions of Stalement
of Financial Accounting Standards (SFAS) No. 142, "Goodwill and Other Intangible Assets.” We test goodwill
for impairment annually in the fourth quarter, or more frequcnlly if events indicate that impairment may exist.
Goodwill is tested for impairment at the reporting unit level and involves a comparison of the fair value to the
carrying amount of each reporting unit. Fair value for purposes ‘of our impairment test is determined based on
discounted cash flows or market muItnpfes as dppropnate To date we have not recorded any |mpamncnt Ioss :
related to our goodwill. ' Co.

Deferred Fmancmg Cam"

A P

Expenses associated with the issuance of debt mslrumenls are amoruzcd followmg the effective mtcrcst
melhod e - . ‘

»
<

Software Capitalization

‘We follow the provisions outlined in.Slniei'ncnl of Position 98-1 ‘,‘Acco'unting for the Costs,of Computer
Software, Developed or Obtained for Internal Use” related 1o the reatment of costs. .

We capitalize certain direct costs incurred developing internal use sofiwarc. These costs are being
amortized using the straight-line method over a three year estimated useful life, beginning when the software

is ready for use. These amounts are included in property and equipment in the-accompanying Consolidated

Balance Sheets.

Pre-bﬂléumdia- " o e - : .

Pre-billed media rcprc:cms amounts bnllcd to customers.by our interactive agencies for advemsmg space
from pubhsher websites in advance of the advertisements being placed.
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AQUANTIVE, INC. | ,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Change in Contingent.Tax Ligbility . v .m0 : SR U S S P

Our estimated business tax contingent liability decreased in 2006 primarily due to a settlement with the -
City of Seattle for a business tax obligation for 1999 through 2002. During the first quarter of 2006, we made
a final settlement payment of $527 and reversed the, remaining.contingent liability of $1.900, which was
recorded as a rcductioq' of general and administrative.¢xpense in the Consolidated Statement of Operations.
We are no_longer under audit by the City of Seattle; however, certain periods are still open under the statute of
limitations. . , Coem s . ’

N [P L b ot

N P e . Y I . L [

1 . - - " 3 +

Revenue Re.::ognition
We follow, Staff-Accounting Bulletin (SAB) 101; “Revenue Recognition in Financial Statements,” as - .

updated by SAB 104, “Revenue-Recognition”.which outlines the basic criteria that must be met to recognize
revenue and provides guidance for presentation .of revenuc and for disclosure related to revenue recognition
policies in financial statements filed.with the SEC. In addition, SAB 104 integrates the guidance in Emerging
Issues Task Force.Issue (EITF) 00-21, “Revenue Arrangements with:Multiple Deliverables.” We also follow
SOP 81-1, “Accounting for Performance of. Construction-Type and Certain- Production-Type Contracts™. In ..".
addition, we follow the final consensus teached by the EITF in July 2000 on EITF 99-19, “Reporting Revenue
Gross as_a Principal versus Net as an Agent.”, R A . - . L s
. T I I . . P . . R . P e PN |
i Digitalfl}l_qfke‘r;fng Services. Our digifal marketing services segment consists of interactive adventising :
and creative agencies that help bliengs use.the I.ﬁicmel as an intégrated online bpsineés channel. The digital
marketing services busincss provides the following digital marketing services: customer-focused websiles,,
enterprise websites, interactive marketing and creative development and branding, . - '

B B

Revenue from website development services are, derived from either fixed fee consulting contracts or from
time and"faterials consulting contracts. Revenues derivéd from fixed-fee qpr}sultiﬁ'g' contracls are recognized
as servicés are rendered using the percentage-of-complétion method with progress-to-completé meastired using
tabor ‘hour iriputs, Cost estimales on percentage-of-completion contracts are reviéwed periodically with
adjustment$ recorded in the period in Which the revisions dre made. Any anti¢ipated losses on contracis are’
charged to operations as soon as they are determinable. Billings on uncompleted contracts may be greater than
or less than the revénues recognizéd in the accompinying consolidated financial statements. If billings are less
tha revenue recognized, the unbilled portion is fecorded as urbilled receivables within accounts, receivable '
aiid if billings ‘are rore than fevenue recognized, the portion that exceeds fecognized revenue is iccorded as”
deferred revenu: Revénues derived from time and materials Consulting contracts are recognized as the services
are performed. Uribilled receivables totaled $9,065 and $10,035 at December 31, 2006 and 2005, respectively.

Interactive marketing includes onliné média, search engine, emdil-and analytics services. We edamn fees for
online media in-three ‘different ways depending on thie cofitractual terms with-the client. The majority of
revenie is-eaméd based on the ‘dollar amount of advertising space purchased on behalf of its'clients. We
recognize this revenue over the period of thé campaign at the rate. at whith' the advertising is delivered. ' -
Revenue can also be éaied baséd:on 4 fixed fee consulting arrangement, whichis earned based'on the *

percentage-of-completion method described above. .
r o ot B : . L | e H o

‘We present most of our online ‘media- revenue-on-a net-basis, excluding the cost.of media-purchased for -
our clients. We buysadvertising space from publisher, websites on behalf of our clients as.an agent and earn «
fees based on the dollar amount of advertising space we purchase. Under these contracts, we are only
financially- liable to the publishers for the amount collected from our-clients. This creates a'sequential liability
for media purchases made.on behalf of clients.-For a smaller portion of our online media contracts, we are the
primary obligor and do not.have sequential liability.for media purchases.: We are the principal in the
transaction and-accordingly, revenues-are presented:on a gross basis with the cost-of the media recorded as

. - " PV
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cost of revenues. The mix of where we act as an agent or a principal is cofitract-depéndent and &an vary from
agency 1o agency . : ) \ ) )
SN h et T e e e f'l"'-,'-n St R Lt
* E-mail serv:ces are Volimie based, dnd revenué is generally recogmz,ed when impressions’ aré dehvered
We recognize revenuc from search enginé marketing programs based'oh’either voliime or as a subscnptlon.
Revenue from the’ volume-based sérvice is generally recognized when |mpressrons ‘aré deliveréd and revenue
from the subscnpuon -bdsed service is recognized ratably over the service ‘period. Revenue is ‘generally”
recognized for analytics services when results are achieved based on contract milestones. It is our policy to
recognize any loss on services as soon as management estimates indicate a loss will occur.
' LU PRTERAS
Digital Marketing Technologies.  Atlas offers digital marketing. technology solutions for advertising
agencies, enterprise marketers (large companies who manage: their 6wn- marketing programs) and publishers.
Atlas provides agencies-and enterprise marketers with online advenising.campaign managemeént, Tich media,
search engine marketing, and website optirization tools and services through:the proprietary-Atlas Digital”
Marketing Suite,-which includes Atlas Meédia Console, Atlas Rich Media, Atlds.Search and Atlas Siter - . ¢ s
Optimization.. Atlas Publisher-is a 1echnology. product that-enables seléct publishers to increase revenue by
utilizirig lower value and remnant inventory. Such.services are recognized based on either volume of - ™ .
subscription’ except for Atlas Site'Optimization.which is re¢ognized based on.contract milestones.'Revenue
from the volume-based services is recognized based on the volume. in.the period: of usage. Revenue from
subscription-based services is recognized ratably over the SeerCC penod Accnpner offers ad management and
behavioral' targeung software ‘solutions to' web ‘publishers. We' recogmze révenue for thes¢ solutions in "+
accordancé With Statemeni of Position 97 2"Soﬁware Revenue: Recogmnan as amendéd. Accipiter wds
acquired in 'Decémber 2006 dnd to dite, software- revenue recorded in our Consolldated Statement of A
Operanons has not been significanit!’ B e PRt e b

"

ngua! Performance Media DR[VEpm and MedlaBrokcrs provrde a broad drray of vanables that
advertisers can use, to larget polentml cuslomers. The targetmg offenng is “sold pnmanly on a Cost Per '
Thousand lmpressrons (CPM) basxs DRlVEpm and MedlaBrokers also pmwde clients the abnhty to reach
lhell' cuslomers on a Cost Per Acuon (CPA). Cost Per Clrck (CPC) CPM ora hybnd pncmg structure

o 4
Revenue for ihesé offenngs is volume based and generally recogmzed based on lhe volume in lhe penod
of usage. Revenuc generated from’ drgntal performance medla 1s presenled on'a gross basrs whrch consists of '
the _Bross value of dlgual performance medla S blllmgs to clients. Under l[S conlracts wuh chents and pubhshcr
websnes DRlVEpm and MedlaBrokers are the pnmary obhgors w0 lhc arrangemems and do not have
sequenual llabrllty for medla purchases T D S ” .
_In May 2006,.we acquired Franchise ,Galor,.an extension of;our performance media business, which
addresses clients” needs for,online leads in the francluse mdusu'y Revenue is earned in two different.ways, :
depending on the conlractual agreements with. the chenl The mapority, of revenue is subscnpuon -based and |
recognized l'éild_.b..ly. over the service, period. Services are a,lso_ sold on a: cost per lead (CPL) basis and revenue, ,
for serviges sold.on that basis,is recognized based on.the yolume of leads gcnerated during the peried. .,
Dot '.'a T B R Y T
All Segments. For each of our lings of business, revenue 15 deferred in cases where we have not yet
carned revenue ‘butibave billed the customer or received.payment from the customer prior to providing the
services. Revenue:is: recognized only when collecnon of the resultingireceivable is reasonably assuredt. « .

LN P . . N . - e
PR L HE S A D -‘r.l"__ .y, e _“[,,‘ , K] R S .. TN RRCAES

- ‘Revenue. alsorincludes any reimbursements. rccewed from: cur.clients rélated tg expenses.incUrred by our:
employees in-servicing our clients. Such expenses include airfdre, mileage, meals and hotel-stays. All . »”
-reimbursable project expenses billed 1o customers are«wrecoided ‘a5.d4 component of revenues and-all *- .- -
reimbursable project cxpénses.incurred.are recorded as-a component of operating expenses. . s.v - 1
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Aébounﬁngfor lncome Taxes .- 0w "-'r R R AR LTt

We ‘account for i mcome laxes in accordancc wnh SFAS No I09 “Accounung for lncome Taxes v The
objectives of accounting for i income taxes are 10 recognize the amoum of taxes payable for the current ycar
and deferred tax assets and liabilities for future tax consequences of events that have been recogm?cd in our
financial statements or tax returns. We perform periodic evaluations of recorded tax assets arid liabilities'and
maintain a-valuation,allowance if deemed negessary, The determination.of-taxes payable for the currenl.year
includes estimates. In the event that actual results differ materially, from management’s. expectations, the.
estimated taxes payable could materially change, directly impacting our financial position or results of
operations, e

"Cost of Revenue, Clleut’Support Producr Development,-Sales and Markenng, and General and '
Administrative” ¥+ .4 0 R T ' S
SO L TR U A TR W B Ao Tt

Cost of, revenue cons:sls of the salanes and relaled expenses.of | lhe d:gual mar‘ketmg lcchnologles chcnt
suppon pcrsonncl nnd personnel directly suppomng the mamlcnancc of our ad serving system. It includes . |
bandwidth and tcchnology infrastrycture costs associated with. dehvenng advcmscmems over the Intemcl In
our dlgna,l performancc mcdla segment, cost of revenue is, compmcd of. 1hc cost of advertising space o
purchased from websnes nnd resold to clients. In our dlgual marketing services segment, cost of revenue .
includes lhc cost, of advcmsmg purchnsed for those arrangements in which we are the, primary obllgor and do,
not have scqucnual liability, for media purchases.. Cosl of revenue for our dlgual ma:kcung services segment is,
not sngmﬂcant because in most of our online medla agreements we act as.an agent and accordmgly, our. . .
revenues;are- prt:scmed net of cost of mcdla purchascd e e e et e )

' O [ [TEN Cat - o "

s«Client- support expensés consist pnmanly of salariés afid related expcnses for client suppon and chcm
facing personrel for our inieractive advcmsmg agcncws and’ ‘digital performance meédia segment. Client -
support expenses also'includeé éxpenses for contractors retained for their spccnahzcd skill set 0 work on cllcnl

projects. T A S )

aes

' Product dcvclopmcm cxpcnses consist pnmanly -of salaries and related expenses for product development
personnel. In‘ addition, product dcvelopmcm expenses mclude the’ costs of software developiment: and the costs ¢
incurred ini'prepafing ‘new'versions of our Atlas'Media 'Console, et of amoums ‘capitalized. "~ e

BT AR PRI P - oy . LTI . ] * ' .
Sales and markclmé cxpenseslconsml of saI;r‘mes land related expenses for personn::I dedicated enurely Io
the sales and’ marketmg cffons of‘out’ mteracuve "advertising agencies.-The digital markcung services segmenl
acquires: chems'through ‘a consultative approach using existing cliént service’ tcamv “The dlgnal markctmg
technologies segmérit uses-a‘dedicated ‘sales force, which in 2004 included ‘an agreemcm with Technology-
Brokers to prowda 'sales of the' Atlas Digital Marketing Suite in the UK. This agreemcnt was ended in late’
July'2004 as 2 rcsult of our acquisitioniof TechriologyBrokers!(now ‘Atlas Europe) In“addition, ‘sales and '
marketing expenscs include’ profcssmndl service fees and: markctmg costs'such as trade shows and the'costs of '

advertising-cur ‘servidés-in‘ trade publications and on the Intérmet”* © > oo b R

General and administrative expenses consist of salaries and related expenses for executive, legal, finance,
human‘resourde, corporate [T and-administrative personncl" profcssnonal fees, and other general corporate”
expenses such as.rent and facilitics costs for‘our corporatc hcadquancrs in Scattlc ot e

LT T I A e

I I T O PRI TN TR TN S S . o AN

Other Operating Income- "~ STttty A Tere b - LIRS

Other Opérating Income includes credits resulting from the extinguishment of liabilities related to media
served prior to 2004, before we had sequential liability terms for our media purchases. In 2006, the statute of
limitations for these liabilities expired or the vendors formally acknowledged no oulstandmg balance due.
Accordingly, the related liabilities.were-decreased.and-a- $3:9 million credit was recorded: within Operating
Income*in-our Consolidated Statement of Operations. We :currently haveiapproximately $2.2 million of pre-. .+
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sequential liability payables remaining in our balance sheet for which the statute of limitation period is still
open or. 2 formal acknowledgment from the vendor has not been obtained. As a result, we may rccogmze
addmonal opcratmg income ffom lhe cxungmshmcnl of lhcse |lﬂb1lllles in fulure pcnods

L

1 . . + .

Advemsmg Cos!s

Adventising cosis are expcnsed as incurred. Advertising. expense was-$3 265 $I 419 and $716 dunng the
years ended Decembcr 31, 2006 2005, and 2004 rcspcclwcly ! e g

i

Stock-Based Campenscmon

We have adopted the provisions of SFAS No, 123(R), “Share-Based Payment” effective January 1, 2000.
Prior to the adoption of SFAS No. 123(R), we applied Accounting Principles Board Opinion No.-25,
“Accounting for Stock Issued to Employees.” (APB No. 25) and related interpretations, as permitied by
SFAS No. 123, "Accounting for Stock-Based Compensation” in accounting for our stock opuon and employee
stock purchase plans. Prior to the adoption of SFAS No. 123(R), stock-based compénsation cost-was
recognized in our consolidated Statement of Operations when options granted under those plans had an '
exercise price less than the market value of the underlying common stock on the datc of grant. We have
adopted ‘the fair value recognition provisions of SFAS No. 123(R)} using the modified-prospective transition
method. Under that transition method, compensation cost recognized beginning January 1, 2006 includes
(a) compensation cost for all §tock-based payments granted prior to, but not yet vested as of Jarivary 1, 2006,
based on the grant date fair value estimated in accordance with the original provisions of SFAS No. 123, and °
(b) compensation cosl for all stock-based payments granted subsequent to January 1, 2006, based on the grant
date fair value estimated in accordance with the provisions of SFAS No. 123(R). Results for prior periods have
not been restated and we have not recorded a cumulative effect of change in accounting principle, bccause as,
of January 1, 2006 there were no partially vested awards wnth compensation cost recognized in our, F nancual
statements prior to the adoption of SFAS No. 123(R). .

Prior to the adoption of SFAS No. 123(R), we, presented all tax benefits of deductions resulting from the
exercise of stock options as operating cash flows in our Statement of Cash Flows. SFAS No. 123(R) requires
the cash flows from the tax benefits.resulting from tax deductions in excess of the compensation cost -
recognized for those opuons (excess tax beneﬁts) to be classified as ﬁnancmg cash ﬂows

. In November 2005, thc Financial Accountmg Standards Board (FASB) |ssued FASB Staff. Posmon
FAS No. 123(R)-3, “Transition Election Related to Accounting for the Tax Effects of Share-Based Payment
Awards” (FSP FAS 123(R)-3). FSP FAS 123(R)-3 provides a practical exception {0 accounting mquircmcms' .
when a company adopts SFAS No. 123(R). SFAS No. 123(R) requires the calculation of a pool of excess tax
benefits available to absorb t1ax deficiencies recognized subsequent 1o adopting SFAS No. 123(R) (the APIC
Pool), assuming the company had been following the recognition provisions prescribed by SFAS No. 123. We
have elected to adopt the guidance in FSP FAS 123 (R)-3 to calculate the APIC Pool effective January 1,
2006. '

1 M ’ . t " i

As a result of adopting SFAS No. 123(R), our income before income taxes and net income for the year
ended December 31, 2006 was $18,554 and $11,318 lower, respectively; cash flow from operations and cash |
flow from financing activities were $15,390 lower, and basic and diluted eamnings per share were $0.15 and
$0.14 lower, respectively, than if we had continued to account for share-based compensauon under APB
No. 25

P + ., .o .- . - oyt

Comprehenswe Income (Loss})

We apply SFAS-No. 130, “Reporting Comprehenswe Income." Comprehensive income (loss) consists of.
foreign currency translation adjustments that have been excluded from our net income and reflected instead in
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shareholders" equity and unrealized gaifis and losses on investments we have classificd as available for.sale.

As of December:31, 2006, the accumulated balance-of the- foreign-currency translation adjuslment was $3 422

and the  accumulated balance of the unrealized losses -on investments was $67. T

PV AR . N B R "y

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”, which establishes a.
framework for measuring fair value and requires expanded disclosure about the information used to measure , .
fair value. This statement is effective for fiscal years ending after November 15, 2007. The Statement appllcs
whenever other stalcmems rcqmrc Or permit, assets or liabilities to,be measured at fair value, but does not
expand the use of fa:r value in- any new c1rcumstances We do nol expect the adoption of lhls stalemem o
have a matenal lmpacl on. our, ﬁnancnal condluon or results of opcrauons . , -

In June 2006 the FASB:issued FASB. Imcrprctauon No. (FIN) 48, “Accountmg for Uncenamty in lncome
Taxes — An’Interpretation of FASB Stalcmcnt No..109", which prescribes a recognition threshold and
measurement attribute for the financial statement: recognition and meusurement of a tax position taken or- +
expected.to be taken in an income tax rewm: FIN 48 will be:effective beginning. January 1, 2007. We are -
currently cvaluanng the impact of implermentation' on our-consolidated” financial statements but we do not
believe the adoption of-this statement will have a-material impact on ‘our financial condition or results of
operauons g R ' [ 3 T " . 4. EE AT a-

e T . . .
Note 3. lnvaitments --‘"' R S I . = Cors

- Our mvcslmcnls consnst of the- followmg . . _' ,..-_'_ _ . oL ., ‘.
; St - ~Gross © . Gross - . Estimated < -
Amortized  Unrénlized. Unrealized . . Fair': .-
- ) ) Cost Gains-© *°  Laosses Value
Yeall' ended December 31, 2006. | . L. ‘ L _ T
+ Morigage-backed securities .. ..o oL $60599 - $.8 - .$(49) + $ 60558 -
Corporate Bonds ... .0.......... Lol 102,989 T 13 T (39) 1029637
TOMal st ee o, 3163588 8 21 $ (88) . $163,521
Current i, .0, .20, RS S ' T e e $131,012°
Non-currcm.:........:...‘...._;........_..: , . o -32,509"
Total e e e L
Year ended Décember 31, 2005 : °° R e
Mortgage- “bicked soorities © LT N s assgs s () 535617

Gross unreahzed losses on investment securities and-the fair value of the related securities, faggregat'cd by
investment category and length of time that the securities have been in a continuous unrealized loss posmon,

" were as follows:

iLess Than, 12 Monthis . 12 Months or Longer : .- Total
. - Fair Unrealized Fair Unirealized Falr . Unrealized

Brokers/ Description of Securitles Value Losses Value Losses Value Losses
At December 31, 2006: _ ' ' ' S
Mortgage-backed secunnes ......... $25282  $(40) 37966~ $ (9 . .$33248 $(49)
Corporate Bonds .............. .. 1 81,507 (30) T . 4,803 9 62,310 " (39)

s : ] $82,789 - $(70)- $12,769 ° 3(18) $95,558 $ (83)
At December.31,2005: . .. -t . L, L
Mortgage-backed securities ... .. ..., $ 8,838 $(35)" ~$11;881 - . $(76) - $20,719... “$(11D)

+
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The.unrealized losses on investments were caused by interest rate increases. The contractual cash flows
of these securilies are guaranteed. Because the decline in fair.value is atiributable to changes in interest rates+.
and not credit quality and because we have the ability and intent to hold these investménts untit 2 market price
recovery or maturity, these investments are not considered other-than-temporarily impaired. | -, e

Yo . * TRV T
. .

Note 4. Acqulsltions ' ' . A, .

On December 11, 2006, we acqunred 100% of the outstandmg shares of Acc:pncr Acmpner “offers
Internet publishers an ad serving solutior that enablcs the’ pubhsher s direct sales fome to maximize revenue
eamed from online advertising. We purchiased Acc:puer Because we betieve this technology will allow s to *
expand our publisher offerings into sell-side advertising solutions. Accipiter’s publisher ad-serving line’of
business has beéen incorporated-into-our-digital marketing ‘techndlogy segment. On:October-30, 2006 we
acquired 100% of:the-outstanding shares of‘e-Crusade, a creative agenty'for digital marketing: On August.3, -
2006, we acquired 100% of the outstanding’ shares of Neue Digitale, a creativé digital marketing agency
located in Frankfurt, Germany. On July 24, 2006 we acquired 100% of. the outstanding shares of Amnesia, an
ineractive advertising agency located in Sydney,’ Australia. We purchased these international advertising
agencies to increase our presence in the European and Asia Pacific markets. All of these agencies have been
incorporated in our digital marketing services segment. On May 16, 2006, we acquired 100% of the ..
outstanding interests of Franchise Gator, a performance media business focused on the franchise industry,
located in Roswell, GA. We purchased Franchise Gator to extend oui pefforinance media business and address
clients’ needs for online leads versus-online sales and the Franchise Gator service offering is included in the
digital performance medla segmcm‘ ’ o

The results of operations of our acquisitions have been included in our operating results effective from
the date "of acquisition. Had these acquisitions been completed on_January 1,.2005, the pro—forrna results of
operanons would not have been matenal to our consolldatcd results of operations. .o .

, We paid $50,706, net of cash acquired of 52.008, upon closing and will pay an additional amount totaling
$12,078 in. 2007 and 2008 for these acquisitions, of which $154 is for accrued transaction costs as of,
December 31, 2006. In connection with our acquisition of Accipiter, we issued stock options. to acquire our
common shares to certain Accipiter employees in exchange for Accipiter stock options outstanding on the
closmg date. The estimated fair value of the replaced employee stock awards were $3,094 and were included
in the total purchase price. The total purchase price of $67,886 was allocated as follows, based on the fair
value of tanglble and. mlanglble assels acqmred and hablht:es assumed as of the date of acqmsmon

Cash and cash equivalents , . ». ... .. BT o . § 2,008
Accounts Receivable .. ...... .. A SR SO S Do 3685w
Other assets . .. ............... P ©.2,392 '
. Property and eqmpmem, BEL. .l i s S e 1,068
“Goodwill , .5 ... e B PR e, 49,038
Other mtanglblc BSSELS . .. L. e S e, 24421

. Current llabllltles ............. e Pree b s . (8.3]8)
Noncurrent llabnlmes e - ceeeen ( e LI (6408)

| ' - " 567,886

Goodwill recorded for Franchise Gator will be deductible for tax purposes, and goodwill- récordéd fot our
other acquisitions .will not be deductible for tax purposes. H . N :
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. The-components of intangible assets acquired during the. year:are as follows: . - .+~ e
. P I TOR - LRLEE 0 LR . ." B R Welghted" Béok'anuel;sbf -

G O - Ave " December 31,

r o e " Cost Life in ears . 2006
Non-compele agreements ... ..l Yaeaaen $ o662 4.8 $ oll,
Customer retationships. ... .-.,. . . . . S e 10,555 - 4. 5. . 10,503 .
Devcloped technology ... ..o e 7517 60 6,389 - -.
Trade names s, .. ..5... ..t o0 e oheas .t 5,687 1:2e - 5371 o
BT e - '§24420 65 T sngme

“u.. . . L S e n [

On December 5, 2005, we acquired, 100% of the outstanding shares of DNA, a full-scmcc interactive
advertising agency. We acquired DNA to provide us with a presence within the European market. We paid
$12,986 for this acquisition, including contingent payments paid subsequent to the acquisition date..We will
make a final contingent payment to DNA in 2009. Had this acquisition been completed on January 1, 2005,
the pro forma results of operations would not have been material to our consolidated results of operations.

On July 27, 2004, we acquired 100% of the outstanding shares of SB1.Razorfish, an Internet-marketing
and consulting firm.. We acquired SBI.Razorfish in order to combine its offerings with Avenue A and create
one of the largest mleractwe agencies. We pald $160,000 for this acquisition. In July 2004 we also acqulred

contingent payments paxd subscquent to the acqulsmon date. On February 9, 2004 we acqum:d 100% of the
outstanding shares of NetConversions, a provider of Web site usability technology and services for optimizing
marketers! websites, We acquired NetConversions for its strong client portfolio and to further enhance, the
technology offerings of its Atlas operating unit. We paid $4,947 for this acquisition, including contingent
payments paid subsequent to the acquisition date. .

The following table .presents, pro forma financial informmioh as if the material,acquisitions completed
during the year ended December 31,.2004. 100k place on January 1, 2004. As such, the -unaudited pro forma
combined historical.results of operations, as, if Net Conversions;. SB1.Razorfish, TechnologyBrokers. and

MedlaBrokers had been:acquired on January 1, 2004 are:as follows: - , v -, & -

. s |-, ,,..,. ) K . . |"' P o e oL HES ..._‘2.W; ;
Total revenues ...... N e A S R e e 521.9-'029 ’
NELINCOME ... .ottt e $ 43,050
Basic net income pershare. . .......... .o i i e $ 070
Diluted net income pershare ................... e e $ -06l

" The pro forma information does not purport to be indicative of the results that would have been anained .
had these events acually occurred at the beginning of the period presented and is not necessarily indicative of
future results. '

Many of our acquisitions have related purchase agreements that provide for future contingent payments.
These payments are determined based on the operating performance of the acquired entities over a stated
period of time. Due to the uncenainty of achieving the financial results the purchase price is adjusted when
the contingency is resolved and the additional consideration is distributable and determinable beyond a
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reasonable doubt, The followmg table summarizes our estimates-of fulure contingent payments in the period of
cxpcclcd payment . should actual rcsults be consistent with management’s current estimates. »

Year Ending December 31,

2009 2011
. Low "_High Low - High
Digital Marketing Services(1).. ... ............ ... $39.800 $72,100 '$4.600 $13,800

(1) In addition to the contingent payments shown in the table, we will also make payments totaling $11,924
subsequent to December 31, 2006. These payments relate to the acquisitions made during 2006 and have
been accrued on the Consolidated Balance Sheet as of December 31, 2006.

Note 5. lmangiblelhssg:ts

The components of other intangible assets are as follows: . "=, = o
‘ ' " December 31,
, . 2006 2008
Customer relationships . ... - ........ P e i, 351271 7 $ 39,944
Developed technology. . ... ..... ... ST e oo, 10570 - ¢ 3053
Serwceprocess.........: ....... B P LT 4060 " 406
NON-COMPELE ABICEMENLS - . . . .« covnseernnnnn e Ti62 1 458 .
Trade names. . ... e e 7,109 1,350
S e - ‘ _ 70,518 - 45211
Less: Accumulated amortization . ............... EREE T IRPPRI ceo. (23263 (13.133) "

$47,255 $ 32,078

Amortization expense related to developed technology is recorded as cost of revenue and amortization
expense related to all other intangible assets is presented as amortization of intangible asset$ in our
Consolidated Statement of Operations. Intangible assets amortization expense was $9,330, $7, 210 and $4,048
for the years ending December 31, 2006, 2005 and 2004, respectively, excluding amiortiZation expense
classified as cost of revenue. During the years ended December 31, 2006, 2005 and 2004, $766, $788 and
$576, rcspectlvcly, of amortization expense was classified as cost of revenue.
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. As-of December 31,-2006-the estimated future amortization expense related to intangible dsséts, assuming
no future impairment of the underlying intangible assets, is as follows:

Customer
Relationshlps,

Non-Complete: - = 1= -,
Agreements,
o - e ot g - Trade Name, and Developed

Service Process Technology Tul.nl 3

Year Ended December 31,

2007...... e SO $10410 51,746 $12,156
2008.. ... AP 10285 1253 11,538
2009 .. e T 843 113537 9684
30107, . FRUR 52600 12537 6513
20005 AR A e T 2063 12587 3316

2002 and ther€afler . . oo v e oo e e 2,847 1,201 4,048
o ' : ' ©r T e39296 ''$7.959 $47.255

Note 6 Goodmll

[ . o R A S

Changes in the carrying amount of goodwnll by segment for the years ending Decembér 31'; 2006 and ’
2005 are as follows;

Balance as of Balance as of T ' Balanée s of
December 31, December 31, Increases/ December M,
2006 . -, ‘Increases, .. 2005.  (Decreases) . .2004
Digital marketing services . .......... $164,783 ¥ 43,908 $120.875 §(3.739) 3124614
Digital marketing lcchnologles. Cleeas 39,592 43,626 15,966 3.679 12,287

Digital performance media .......... 44,950 40,716 4,234 3.290 , . . 944
' - ' $269.325  $128250 .$141,075  $3230 ! 3137345

The increases above mclude addmons to goodwﬂl as a resull of purchase pnce allocauons in connection
with our acquisitions and contingent consideration paid during the year for some of our acquisitions (Note 4).
We haveé entered into agreements that require the payment of additional’ consideration to the 'selling
shareholders if certain specified eamings levels are achieved in the future. Goodwill is increased: subsequent to
the acquisition date when the contingency is resolved and the additional consideration is distributable and
determinable beyond a reasonable. doubt. It also includes changes resulung from forelgn currency transiation

adjustments of goodwill atlnbulable to our forelgn qubsndmnes |

The increase durmg the year ended Decembcr 31 2006 in lhc dlgual markcung scmces segmem is
primarily due to final contingency payments of $34,063 made during the ycar and $8, 685 of goodwnll recorded
as a result_of acquisitions made’ durmg the year, The increase in the digital marketing tcchnoldgy segmént is
primarily a result of contingency payments of $17,214 and goodwill related to acquisitions of $25,907. The
increase in the digital performance-inedia segment is primarily a result of contingency payments of $25,775
and goodw:ll related to acqumuons of $14,446.

In"2006 we made a final contingent payment of $41.7 million related 10 one of our acquisitions completed
in 2004 which is-included in' the ‘increases above. The payment was recorded as an increase in our goodwill
and allocated to the digital marketing technologies and digital performance media segments. The acquisition
agreement includes a process for resolvmg any disagreements relating to the calculation of the final contingent
payment, and we are still in discussions with the former shareholders regarding cértain aspects "of the
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calculation.: Additional payments, if any, will be- recorded as an.increase in goodw:ll when'a final' resolution ts
reached. ane oD ‘ . Y

L] .‘. ) .t
Note 7. Property and Equipinent ,;, °
As of December 31,,2006 gng-_glopﬁ,':pmpcny and equipment consists of the following:

December 31,
. 2006 2005
' COmputer cquxpmcnt ..... . ” .............. e, I L. $48275  § 37 958
Furniture and fixtures . .. . . .. P PR P . 3736 2, 077
Software costs .......... g J Lo 16474 10q91
Lcasehold 1mprovements ..... e L s P 10,142 5,773
i . . . . - 3 g .
. Dt cut . 18627 ;. 56,799
Less: Accumulated depreciation and amortization .. ................... (44,284)  (29.429)
. s - $34,343  $27,370

Depreciation expense for the years ended December 31, 2006, 2005 and 2004 was $15 679.$10,573'and
$4,455, respectively., - .

al e o Lo, R T A

Note 8. lncome Tnxes s Lt
) 'I'hc'prowsnon for income taxes consnsls of the following: .
. PR Ty o . . : December 31, ° :
T 1 N I NS 2006 - - 20053 a0 2004 e T
- Current taxes: - D e T R
US. Federal...c.o..zoon o daliee o $1239 3 (17 $ 4804
B, .ot L 2,238 1,626 1,307
Foréign. S ORI E DR R SRR ACNURICES 3§ 4313 1 <
) ot b S T L T B e T
Total Current taxes .f._; R SONUR SRR SP'Y . | ST X 7Y S X ||
Deferred taxes:- T T e v I A
s chcral.’..‘.'.'.'.'-_.......3'.'. g ’.'Z':.;....'.".":f.'..‘;".'. .31512"' 16,731 (20446)
“UState, .Ul DTl D 35767 2,445 (952)
S P (746) — —
Total deférred taxes ..'.,: AR e L e ' 33, 342 19,176 " @ 398)
. - LA T . L
Provmon for income. taxes R T T $38 030 $24 998 $(I5 287)
o . [ vt v VI S, P
u. S and fort:lgn componems of income. before income (axes are asfollows:, . ~ .. - 4
s o ,' ‘Decem!lierl3i,. ‘
L L L IR Lo 2006 . 2005, _ 2004
US.vo... P R N IS T X P e e ... $83,661n ! 348,259 2925459 7.
Foreign ... ... ... ... e NIl e r e 832300 19,920 e, 137
“Inéorne before income taxes, . ... 11 Ll ceren .", 17 591084 $60.179"  $27.596
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The items.accounting for the difference between income (axes computed at the domestic federal statutory

rate and lhe pmwslon for income taxes are as follows: - vt o .-
' ‘ : h Co ' Décember 31,
TR S2006. . - . 2005 - 2004 " .

. Federal Statutory Raté ... en i Top e $32,194 1 3509% $21,063 T350% $ 9,659  35.0%

© Effect of: - Tt o '
State i income (ax, net of fcderal 1ax beneﬁt 4031 . 44% 3502 3.8% 874 32%
Cha.nge m valuatioa' allowance e = g - - —% (25.815)' (93.6%
Other, net.... . ... 1805~ _19% _.433 0% __ (5) _(00%
Totale ... ... ris .. $38,030 - 413% 324998 415% § !lS 287 ) ©634)%

., - te , . 0 —

Deferred income taxes reflect the tax effects of temporary dlfferences between the carrying amounts of
assets and liabilities for financial reportmg purposes and the amounts used for i mcome 1ax purposes. Significant
components of our deferred mcome taxes are as follows

o . : ' ' o December 3, '
, ' . . .. 2006 2005
Deferred tax assets: S : . o
Net operating loss carryforwards . ... ... ..ot ini iy $ 7,887 " $31,128
-Capital losscarryforwards. ... ....... . .. X 996 979
Research and development credits . . . . . . e T SRS PR « < TR v &
Alternative minimum ax credits .. ... .o i i e 1,693 453
o Salaryaccruals ... e e e 1,897 1,356
L Stock options ... ...l e . ‘8958 3,688
Accruals, reserves, and other. .. ...t . 2,636 . 4,06].
" “Total deferred 18X a5SE1S - . ... vvoeennn. .. e S 24,800 42,138
Valuation ailowance for deferred tax assefs . . . . e ..... ’ {996) * ‘(9?9) ¢
Net deferred tax aSSEIS . . . ..o v vnneeereenrnenns e ai... 23804 .. 41,159
Deferred.tax liabilities: : Lo e
Purchased intangible-assets .. . . . R e Loeelodns (15,519) (9,986)
"Fixed'assets and other. .. ......... (895) _ (2.002)
Total deferred tax liabilities . ... .............. S C(16414)  (11,988)
Net deferred lax assels . .......... SR PP e 3.739 § 29.17]
The followmg table presénts the breakdown between current and non-current net deferred tax assets:
O L i i s December M,
.. "~ L . T 2006, . 2005
Corrent. .. .. .. e N e i, $4475 % 5416
Non-current . ..........0vuvnvnnon.l e e e 2,915 23,755
Total. ... ovaan s e $7,390  $29.171

At December 31, 2006, we had.federal net operating loss carryforwards ‘of approximately $21,745 related
1o U.S jurisdictions. The valuation allowance increased by approximately $17 for the year endéd December 31,
2006 and decreased by approximately $16 and $20,123 for the years ended December 31, 2005 and-2004,.
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respectively. Our. utilization of net.operating loss carryforwards .and research and development credit
carryforwards are subject to certain limitations under Section 382-of the Intemal Revenue Code of 1986, as g
amended. As a result, a change in ownershlp could limit our ability to use these tax carryforwards in the
future. As, a result of our acqulsxtmns during 2004, a portion of -the net operating loss and research and
deveIOpmcm carryforwards are S'ubjccl to annual limitations under Section 382. Net operating loss carryfor-
wards begin'to expire at various times commencing in 2017. Research and development credit carryfomards
cxplre commencmg m 2018.

Our income laxes payablc has been, reduccd by the tax bcncf ts of dcducpons rcsullmg from thc exercise
of cenam stock options and ccnam dispositions of shares-acquired by our employees under our Employee
*‘Share Purchase Plari. To the extent that the tax dediictions exceed the compensation cost recognized in our
-Consolidated Statement of Operations for those awards, we credit the excess.tax benefit direcily to our
shareholders’ equity. Excess tax benéfits recorded as additional- pald in capllal amountcd to $16,035, $21,438
and $5,096 in 2006, 2005 and 2004, rcspccmrely- R s P

" We have not provided deferred U.S. income taxes or forelgn wnthholdmg taxes on tempora:y dlffcrenc‘es ,
of approximately $13,192 resulting from eamings for certain non-U.S. subsidiaries which we intend to ' ¥
permanently reinvest outside the United States, If these eamings were distributed to the U.S. in the form of
dividends or otherwise, then we would be subject to U.S. income taxes. The determination of such
unrecognized liability is not practical since the liability, if any, is dependent on circumstances if and when
“such distribution occurs. - ) o g -

Note 9| Stock Option and Employee Stock Purchase Plans
Stoack Option Plans

Our stock opnon plans consist of the 2000 Stock Incentive Coinpensation Plan, the 1999 Stock Incentive
Compensauon Plan, and the 1998 Stock Incentive Compensation Plan (the Plans). As of December 31,2006,
shares ‘reserved under-the Plans consist of 97 shares in the 2000 Stock Incentive Compensation Plan,

12,818 shares in the 1999 Stock Incentive Compensation Plan, and 1,801 shares in the 1998 Stock Incentive
Compcnsanon Plan. Any shares of common stock available for issuance under the 1998 Stock Incentive
Compensation Plan that are not issued under that plan may be added to the aggregate number of shares
available for issuance under the 1999 Stock Incentive Compensation Plan. In addition, the shares under the
1999 Plan increase annually by an amount equal to the lesser of (i) 5,250 shares, (ii) 8% of the adjusted .
average common shares outstanding used to calculate fully diluted eamings per share for the preceding year,
or (iii) a lesser amount determined by the Board of Directors. Our Board of Directors or a commiltee thereof
grants Opuons at an exercise price of not less than the fair market value of our common stock at the date of
grant. In addition, we determined that the 2000 Stock Incentive Plan will teriinate when all awards
outstanding under that plan as of December 11, 2002 have been exercised or have terminated or expired
according to their terms. Accordingly, no new options will be granted under the 2000 Stock Incentive
Compensation Plan. We have a policy of issuing new shares.to satisfy option exercises and share awards.,

Options granted under the Plans are exercisable at such times and under such conditions as determined by
the Board of Directors, but the term of the options and the right of exercise may not exceed ten years from the
daie of grant. The stock options typically vest 20% after the first year and ratably over the following twelve
quarters. ‘ .

Nonvested Share Award’

Under terms of a share award agreement with our.CEQ, we awarded-a'nonvested share grant of. 115 shares
of common stock in January 2606, which wlll vcst over a pcnod of 60 monlhs based on hls conunued o
employment with us. -+ - . - : - . . P
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Employee Stock Purchase Plan 5 *: " - oot TR Y

In 1999, the Board of Directors and shareholders approved the ,adoption of our 1999 Employce Stock
Purchasc Plan (lhe 1999 Purchasc Plan) The shares under the, 1999 Purchase Plan i mcreasc annually slarting .
on Lhe first day of our fiscal year beginning i in 200] by an amount "equal to the lesser of (i) 750 shares of
common stock, (i) 2% of the adjusted average’ common shares oulsmndmg used to ca!culate fully diluted .
eamings per share for lhe precedmg year, or (m) a lesser amount determmcd by the Board of Directors. The
1999 Purchase Plan permns ehglble employees, o acqulre shares of our common stock through p-enodlc
payroll deducuons of up.to 20% of base cash compensatlon Thc pncc at which the common stock may be |
purchased is 85% of the lesser of the fair market value of our ‘common stock on the first day of the apphcab]e
annual offering period or on the last day of the respective semi-annual purchase period. During the years
ended December 31, 2006, 2005 and 2004, employees purchascd 354, 401 and 220 shares, respectively, under
the 1999 Purchase Plan: As of December 31, 2006, there were 772 shares avmlable for purchasc under thc
1999 Purchase. Pian

“ " ' 0o~ .t ) L. 1, N TR A

.
" LN - “ " r '-. - ll .r'. 1.0, . '.Ll ) ' l.l"‘ ..-‘ - . . L
N

Valuation of Aw\ards - Ce
The fair value of each option grant was estimated on the date of grant using the Black-Scholes option
pricing model. Expected volatilities were based on historical volatility of our stock and implied volatility from

traded options on our stock. The expected term of options granted was derived from the analysis of various
hypothetical settlemerit scenarios and represents the period of time that options granted are expected to be
outstanding. The risk-free interést rate was the: U.S.-treasury rate’ corvesponding to the expected term of the
option. We have never paid cash dividends on our common stock and we do not anticipate paying dny cash
dividends in the foreseeable future.: Consequemly, an expected dlwdcnd yleld of zero'has been uscd in the
Black-Scholes optlon pricing model r " ' C

-

'I'he fair value for options and share awards granted: undcr our stock option plans wis esumaled at the
date of grant usmg the Black- Scholcs oplnon pncmg model and the followmg assumptlons for grants in 2006,

2005 dand 2004:° . - St Tt
+ December 31,
I ) _ 2006 2005 2004
Weighted average risk-free interest rate .. .. .. P, e 4.55 399 335
Expected term, in years . .....vvvvinieeiinniiiiiiiaonnieniaa, A172 458 165
Weighted average expected volatility ........ e 63% - 101% . 104%
Dividend yield. ... .................. b PR T o =

The fair value of the shares granted under our employee stock purchase plan was estimated using the
Black-Scholes option- pricing model and the followmg assumptions for'grants in 2006, 2005 and 2004

t-v ' . o . Lo

December 31,
2006 2005 2004
Weighted average risk-free interest rate. . .. ............. ... ... el 492 1-3.69. L33,
Expected term, in YEALS © oottt 05-1.0 05-1.0 0.5-1.0
'Welghled average expected volauluy. R St LT 46% 4T 66%
" Dividend yiéld . ... A DA L= T -

-y - : iz : ! e
- AS n:qum:d under SFAS No 123(R), slock—bascd compensanon expense is rccogmzcd over thc service s
penod net of estimated forfeitures, Forfeiture estimates are based on historical data. To the extent actual
results or revised.estimates differ from the estimates used, such amounts; will be recorded as a cumulative:: _
adjustment in the pericd that éstimates are revised. Prior to the adopuon of SFAS, No.. 123(R) forfc:turcs were
recognized on an actual basis as allowed under SFAS No..123.. - :
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Pro Forma Information for Periods Prior to the Adoption of SFAS No. 123(R) .. . '+ .

Pricr to 1he adopuon of SFAS No. ]23(R), we had elected to apply the dlsclosurc-only prowsnons of,
SFAS No. I23 and SFAS No. 148, “Accouinting: for Stock- Based Compcnsauon — Transition and Disclosure,
an amendment of SFAS No. 123" In accordance with the provisions of SFAS No. 123, we applied APB No. 25
and related mterpretanons in accounung for our stock option and cmploycc slock purchase plans. Stock based
compensation expense of $46 (328 net of tax effect) was recognized in our Consolidated Statement of
Operations for the year endéd December 31, 2005 due to the accc]cratcd vesting, of certain _options. All options
granted for the years ended December 31, 2005 and 2004 hdd an exercise pnce equa] to thc market va]ue of
the underlying common stock on thc date of gram L :

The followmg tablé summarizes relevant information as fo rcportcd results under our intrinsic’value
method of accounting for stock’awards, with supplemental information as if the fair value recogmuon
provisions of SFAS No. 123 had been applied. For purposes of this pro forma disclosure, the value of the
options is estimated using a Black-Scholes option-pricing model and amortized as expense over the opuon s
vesung penods

December 31,
o ) 2008 - 2004
. r. - - ' . . ] .

Net income, as reported ... .. e [ e $ 35,181, $42,883
Add: Stock-based employee compensation expense lncludcd in rcponcd nct . kR

income, netoftax ....... P P 2 00—
Deduct: Total stock- bascd compensallon detcrmmed undcr fmr value based - : e

method for all awards, net of tax effect of $6,702 and $3,977 in 2005.and e

2004, reSpeCliVELY . ..ot e (10,765)  (6,221)
Add: Prior year's tax effects n:cogmzcd in 2004(). ... ... P = 12354
Pro forma net income, fair value method for all stock-based awards ceea... $24444 349,016
Basic net income per share:

R ) (- [ $ 055 % 070

ProfOmmMa ... i e e e e e 3§ 038 3080
Diluted net income per share: : .

ASTEPOMEDd . ..ottt i e coooee0 8 048 8 062

Proforma ............. e e e e e $ 034 §$.071

(1) In 2004, we released a valuation allowance on our deferred tax assets. This amount includes the resulting
cumulative effect of previously unrecognized tax benefits which were recorded in 2004.

lmpac! of the Adoptwu of 123(R) - . i g

We have adopted the provisions of SFAS No. 123(R), “Share Bascd Payment” effecuve January l 2006
Accordingly, stock-based compensation expense was rccogmzcd for all option grants, nonvcslcd stock awards
and shares grantcd under the employee stock purchase plan prior 1o, but not yet vested as of January 1, 2006,
based on the grant date fair value estimated.in accordance with the original provisions of SFAS Ne. 123, and
all grants and awards subsequent 1o January 1, 2006, based on the grant date fair value estimated in
accordance with the provisions of SFAS No. 123(R). Stock-based compensation expense is amortized on a -
straight-line basis over the remaining vesting period. Prior to the adoption of SFAS No. 123(R) slock based
compensation expense was amortized using an accelerated method.
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The impact on results of continuing operations of recording stock-based compensation expense for the
year ended December 31, 2006 was as follows:

COoSLOf TEVEIIZE . . oottt ettt et e e e et et et e e P $ 579
CLEOL SUPPOIT © v v vttt e e et et et e e e et ettt et 9,227
Product development . ............. ... ... . ... ... e e e e 1,541
Salesand marketing. ......... oot [, EEERERTTY 1,297
General and administrative . . .. .. ... [ :. e 5910

Total stock-based compensation EXPENSE « o\ v it e 18,554
Total income tax benefit recognized for stock-based compensation expense . ... ... .. .. 7,236
Total stock-based compensation expense, netof tax. . ........ ... ... .. ... ... $11,318

Impact on net income per share:

As of December 31, 2006, the total unrecognized compensation expense related to nonvested option
grants, nonvested stock awards and shares granted under the employee stock purchase plan was $28,787,
‘which is expected to be recognized over a weighted-average period of 2.4 years.

Award Activity
Option activity under the Plans was as follows:
. Weighted
Weighted Average
Average Remaining Aggregate
Options Exercise Contractval Term Intrinsic
Qutstanding Price (Years) Value
Balance, December 31,2003 ... ......... 13,870 $ 3.59
Granted .. ............. ... .. ... ... 2,734 9.08
Exercised..............ccivvvrnnn (1,869) 2.03
Forfeited and expired . .. ............. (960) 5.86
Balance, December 31,2004 . ... ........ 13,775 $ 473 '
Granted ........ ... ... . 3,813 11.96
Exercised................. . .ouun. (3,838) 2.90
Forfeited and expired . .. ............. (581) 9.05
Balance, December 31,2005 . ........... 13,169 :$ 1.17
Granted . ......... ... oo 2,056 22.89
Exercised........ e (2,179 544
Forfeited and expired . .. ............. 14 14.19 _
Balance, December 31,2006 ............ 12,332 $ 9.69 - 57 $185,645
Exercisable at December 31, 2006 .. ... ... 7026  $ 552 4.6 $134,751

The aggregate intrinsic value in the table above represents the total pretax intrinsic value (i.e., the

difference between our closing stock price on December 31, 2006 and the exercise price, times the number of

shares) that would have been received by the option holders had all option holders exercised their options on

December 31, 2006. The total intrinsic value of options exercised during the years ended December 31, 2006,
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2005 and 2004 was $44.254, $59,863 and $14,646, respectively. The weighted average grant-date fair value of
options granted during the years ended December 31, 2006, 2005 and 2004 was $13.82, $10.16 and $7.73,
respectively.

In connection with our acquisition of Accipiter in 2006, we issued stock options to acquire 158 of our
common shares to certain Accipiter employees in exchange for Accipiter stock options outstanding on the
closing date, The estimated fair value of the replaced employee stock awards was $3,094 and it was included
in the total purchase price. A total of $553 was atlocated to unvested replacement options and it will be
recognized as compensation expense, adjusted for estimated forfeitures, over the remaining vesting period of
the options.

Cash received from Option. exercises was $11,847 for the year ended December 31, 2006. The actual tax
benefit realized from option exercises totaled $16,840 for the year ended December 31, 2006.

Nonvested share activity under the Plans was as follows:

Nonvested
Shares

Outstanding
Nonvested at December 31, 2005 ... .. . . i e e e —_
Granted . . . L e e e e e 115
Vested . e )]
Forfeited and expired .. ..... ... .. ... ... . 0. i —
Nonvested at December 31, 2006 . . . ... . e e 105

The weighted average grant date fair value of nonvested shares outstanding as of December 31, 2006 was
$25.24. The total fair value of share awards vested during the year ended December 31, 2006 was $2,580.

Note 10. Shareholders’ Equity

The following shares of common stock have been reserved for future issuance as of December 31, 2006:

Convertible senior subordinated ROteS. . ... ... ...voviiiiniiiiii i, 6,163
Employee stock options and share awards outstanding under the Plans . ............. . 12,332
Employee stock options and share awards available for grant under the Plans . . .. R 2,384
Employee stock purchase plan .. ... ... ... ... .. .. ... i e 772

21,651

On March 15, 2006 we completed an equity offering of 7,500 shares of common stock at a purchase
price of $24.00 per share. The total net proceeds from the equity offering were $172,300 after deduction of
applicable issuance costs. In connection with the offering, we granted the underwriters an over-allotment
option to purchase an additional 1,123 shares, which was exercised in full and closed on April 13, 2006. All
shares issued were registered in advance of our follow-on offering through a Registration Statement on
Form §-3 filed with the Securities and Exchange Commission using the “shelf” registration process. The total
net proceeds from the offering, including net proceeds of $25,950 from the underwriter’s over-allotment
shares, were $198,250 after deducting applicable issuance costs.

Note 11. Employee Benefit Plan

We have a defined contribution retirement plan under Section 401(k) of the Internal Revenue Code (the
Plan), in which our US-based employees participate. Eligible employees may defer up to 75% of their pre-tax
eligible compensation, up to the annual maximum allowed by the Internal Revenue Service. We make
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- discretionary matching contributions based on certain plan provisions. We made contributions of approximately
‘ $1,508, $1,013 and $528 during the years-ended Decemnber 31, 2006, 2005 and 2004, respectively.

Note 12. Commitments and Contingencies
Operating Leases

We have various non-cancelable operating leases, including building and equipment leases that expire at
various times through 2016. Future minimum lease payments as of December 31, 2006 are as follows:

) Year Ended December 31,

2007 o e ST $11,492
2008 ... ... ... ... SRV B A IO PO ... 10,654
2000 ..t 10,030
2000 e e 10,454
11 A S 9,106
2012 and thereafter. . ot e e e e e e e e e e 24,085
o $75,821

Rent expense under operating leases totaled approximately $10,148, $6,015, and $4,926, for the years
ended December 31, 2006, 2005 and 2004, respectively. Sublease income totaled approximately $288, $76,
and $140 for the years ended December 31, 2006, 2005, 2004, respectively. Certain of these leases contain
rent escalation provisions, which increase rent payments due in the later years of the lease term. Rent expense
for these leases is recognized on a straight-line basis over the lease term. Certain leases also contain rent
incentives, which are recognized as a reduction of expense over the lease term.

Other Commitments

In addition to the operating leases described above and the future contingency payments related to our
acquisitions described in Note 4, we have multiple agreements with third parties to house our ad serving
equipment and for ad content delivery with terms ranging from approximately one to three years. For the years
ended December 31, 2006, 2005 and 2004, total rent expense was $1,960, $1,285 and $1,100 and total ad
content delivery expense was $6,245, $3,857, and $2,200, respectively. The future minimum commitments
under the agreements to house our ad serving equipment and for ad content delivery services are $1,817 and
$445 during the years ending December 31, 2007 and 2008, respectively.

Legal Proceedings

IPO Securities Litigation. In June 2001, the first of several purported securities class action lawsuits
was filed in the United States District Court for the Southern District of New York against Avenue-A, Inc.
(now aQuantive), some of its directors and officers, and various underwriters of its initial public offering and,
in separate actions, against Razorfish, Inc. (which we acquired with SBI.Razorfish), some of its directors and
officers, and various underwriters of its initial public offering. Plaintiffs generally allege that the named
defendants in the Avenue A and Razorfish actions violated Section 1 of the Securities Act of 1933 and
Section 10{b) of the Securities Exchange Act of 1934, and Rule 10b-5 thereunder, because the prospectuses
related to Avenue A's and Razorfish’s offerings failed to disclose, and contained false and misleading
statements regarding, certain commissions. purported to have been received by the underwriters, and other
purported underwriter practices in connection with their allocation of shares in the offerings. Substantially,
similar actions have been filed concerning the initial public offerings for more than 300 different issuers, and
these cases have been coordinated as In re Initial Public Offering Securities Litigation, 21MC92. The
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consolidated amended complaints in the Avenue A and Razorfish actions seek unspecified damages on behalf
of purported classes of purchasers of Avenue A’s and Razorfish’s common stock. In the Avenue A action, the
alleged class period is February 28, 2000 to December 6, 2000, In the Razorfish action, the alleged class
period is April 26, 1999 to December 6, 2000.

Claims against the named directors and officers of Avenue A and against certain of the named directors
and officers of Razorfish have been dismissed without prejudice pursuant to a stipulation. On July 135, 2002,
Avenue A, Razorfish, and the other issuer defendants filed a motion to dismiss the litigation. Certain of
Razorfish’s directors and officers joined in the motion. On February 19, 2003, the court issued an order
denying Razorfish's motion to dismiss but granting the motion to dismiss of Razorfish’s directors and officers;
and granting Avenue A's motion to dismiss the claims against it under Section 10(b) of the Securities
Exchange Act of 1934, and Rule 10b-5 thereunder, and denying Avenue A’s motion to dismiss the claims
against it under Section 11 of the Securities Act of 1933.

In June 2003, a proposed settlement of the litigation was structured between the plaintiffs, the issuer
defendants in the coordinated actions, the issuer officers and directors named as defendants, and the issuers’
insurance companies. Avenue A and Razorfish conditionally approved the proposed partial settlement in the
Avenue A action and Razorfish action, respectively. The stipulation of settlement for the release of claims
against the issuer defendants, including Avenue A and Razorfish, was submitted to the court in June 2004. On
February 15, 2005, the court preliminarily approved the settlements in the coordinated actions contingent on
specified modifications. On August 31, 2005, the court issued a preliminary order further approving the
modifications to the settlement and certifying the settlement classes. On April 24, 2006, the Court held a
faimess hearing in connection with the motion for final approval of the settlement but has yet to rule on that
motion. On December 5, 2006, the Court of Appeals for the Second Circuit reversed the Court’s October 2004
order certifying a class in six test cases that were selected by the underwriter defendants and plaintiffs in the
coordinated proceeding. Neither Avenue A nor Razorfish is one of the test cases and'it is unclear what impact,
if any, the Second Circuit’s decision will have on the classes in the Avenue A and Razorfish cases. If the court
determines that the settlement is fair to the class members, the settlement will be approved. There can be no
assurance that this proposed settlement would be approved and implemented in its current form, or at all. We
do not believe we have any material financial exposure related to this litigation, and if we were to have
financial exposure we believe it would be covered by insurance.

From time to time, we are party to routine litigation incidental to our business. We believe the ultimate
resolution of these routine matters will not have a material adverse effect on our financial condition and results
of operations.

Note 13, Debt

In connection with our acquisition of SBLRazorfish in 2004, we issued $74,697 in convertible notes to
former SBl.Razorfish owners. The convertible notes were subsequently fully paid off with the proceeds of the
sale of convertible senior subordinated notes {the Notes) in the aggregate principal amount of $80,000 in a
private placement in August and September 2004. The Notes bear interest of 2.25 percent per year, payable
semi-annualty, and are convertible into our commen stock at a fixed conversion price of $12.98 per share. On
or after August 15, 2009, we may, at our option, redeem all or a portion of the Notes for cash at a redemption
price equal to 100 percent of the principal amount of the Notes to be redeemed, plus any accrued and unpaid
interest. In addition, on each of August {5, 2009, August 15, 2014, and August 15, 2019, holders may require
us to purchase all or a portion of their Notes for cash at 100 percent of the principal amount of the Notes to
be purchased, plus any accrued and unpaid interest. The Notes will mature on August 15, 2024. As of
December 31, 2006, 2005 and 2004, the principal amount of outstanding Notes was $80,000.
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. AQUANTIVE, INC.
' NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continiled)

Nete 14.  Net Income Per Share . . - : e -

Net 1ncome per share has been calculnted under SFAS No. 128, “Eamings per Share.” Basic net income
per share is compuled using the  weighted. average number of shares of common stock outstanding. During the
year ended December 31, 2006, 2005 and 2004, 1,585, 500 and 1,405 common stock cquivalent shares,
respectively, related to stock options are excluded:in the calculation of diluted net income per share. as their -
effect is anti-dilutive. . . T

The followmg isa rcconclllauon of the numerators and denominators used in computmg basu: and dllmed
income per share:-
’ Year Ended December 3,

. 2006 2008+ _ “2004°
.Net income {numerator. for basic). . e F P . $53,954 335, lél $42 883 ..
Add:- !ntcrest cxpcnsc on convemblc notes, net of tax e 1,415 I 421" 438 )
Adjusted nel “income (numerutor for dlluted) ..... .. ...... $55,369 536.60_2 $43 321
- .Sh:mcs (denominator for basic and dllutcd) :
Gross weighted average common shares outstanding™".. . ... .. V74847 0 64099, ° 61.225
Less: Weighted average common sharcs subject to
repurchase ... ... ... e EEREE (108) el
Shares used in computation of basic nét income ‘pershare........ 74,739 64,099 61,225 N '
Add: Dnlullve effccl of employeé'stock options. . ......... '. v 5,017 6,254 -‘5.639 3
" Add: Dilutive effect of convertible.debt . ................ "... 6163 6,163, 1 2.548
" Shares _used in computation of dilu,tcd'nei income per share ...... 85919 " 76516 .-'" 69,412
., Basic net income per share ... .'. e P ‘ s 0727 % 055 .$ 0.70 '-: ’
Diluted nét income per share ... ... " ............... e $ 064 $ 048 § 062

Note 15. Segment Reporting . . L - . o

' We repon selected segment information in accordance with SFAS No. I3l “Disclosures abotit Segmems '
of an Enterprise and Related Information.” - .

The accoummg policies of the segments are the same as those described in the summary of significant .
accounting policies. The segment information provided reflects the three distinct lines of business within our

- organizdtional structure described in Note 1: dlgnal markeung services, digital marketing lechnologles and -

dlgnal performance rnedm

Unallocated corporate expenses, including amounis recorded for stock-based compensanon expcnse are
centrally managed at the corporate level and not reviewed by our chief operating decision maker in evaluating
results by segment. Beginning in 2006, amortizalion of intangible asséts, which had prewously bcen reporled
as unallocaled,-wds allocated to the segments. This allocation is based on the segment classification of the
dequisitions which gave rise Io the mlanglble asset. Pnor pcnod segment information has been, reclassnﬁed to
refiect this change.

.
-
-
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AQUANTIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Segment information for the years ended December 31, 2006, 2005 and 2004 is as follows:

K .. . Digital Digital Digital = Unallocated
. ) h ‘ Marketing  Marketlng  ‘Performance’ ' Corporate’
T PRI - -t Services- - 'I‘echuologiﬂ :Media .- Expenses(2) Total
Vear Ended December 31, 2006 - N e ST T - e
Revenue . ....... ol vieiven s e e . 82675891 5122.366 « $52256- $ ol $442.211
Costs and expenses: - 7
Costofrevenue , .. ......... et e 6,226(1) 32,939 27,834 579 61578
. CENN SUPPOTE cov « vy s e e et e o g e v e n s 184,667 S 4261 9227. 198,155
Product dcvelopmenl. e e e e - 13,521 — o7 15,598
Solesand marketing . . ... ... .. oo, 5.799 14,269 7.094 1,297 28,459
General and adminiStrative . . .. ..o vnn e .. 12.464(3) 961 . 2315 17,020 41410
Amortization of mumg:b!e L 6,655 1,360 1,315 - 9,330
Client reimbursed eXpenses . ... .00 5. ve o vvnnan . 5675 — — —_— 5675
Total costs and expenses i, L., T 221,486 00 . 42819 © 30,200 - 366,205
Other OPErALING INCOME w0 v oot v v vty cn i e enns .- 3.867 . . . 3,867
Income (loss) from operstions . . . . . . e, ... $49970 350666 $ 9,437 $(30,200) 79,873
Interest and other indome, net .. 0.0 .. L ELR L PR T 14,491
Interest €xpense .. ... oo e T T T .. 2,30
Income before mcomc @xes .. ... ., , ) . 91,984
Provision for income taxes” . .. ... .. SV SN <t . 38,030
Netimcome . ... ...vviirnin i iiininnncennnaesen ! el e ' " .. $ 53954
Year Ended December 31,2005 Co : ' a
Revenue ., ....... R A e ,3189,755(0 392287 . $26363 ., § — ., $308,405
Costs and expenses: - - : sl o o ' '
Costof revemue ...+ ......... e e 263(I) » 22,602 .., 15,440 L. — 4 38305
Clientsupport ., .. .......... e "135,790 - 2,430 - 138,220
Product devetopmént. .1 .. ... .. R —_ 9,328 eo — et 9328
Sales and marketing . . ......... e saee, . 4595 10,353 2,341 .= . . 17,289
General and administrative , . . . . e tirlaLTis 12916 29127 Yoy 10,681 732,732
' Amortization of munglble assels ........ s 5.593 1,251 366 —_ , 1210
Client reimbursed expenses .. ....0 .7 ... .c....... . 4,340 C = -2 0ol 4340
Total costs and expenses ............. g 163,497 51,446 , _21.800 . 10,681 | 247424
Income (loss) from operations . ' . . .. . ..., $26258 5408410 7§ 4563 $i10.681) 60.981
Interest and other income, net . .. ... .. ... o153
INIErest EXPENSE . ..ttt ittt e r e e T - ' o 233
Income before income taxes .. ......... e o ae e . . 60,179
Provision TOT iRCOME 1aRE8 . ... ..... . b WL, ) e : ‘ " 24,998
NelinCome . ..o viit it it e iiannernannens ' S ' 8035181
Year Endéd December 31, 2004 : . e N . - . o
Revenue . ....... pepm i el gk e, 15 87653, (S 608 59413 ., 5, — 5151937
Costs and expenses: . LT T o . ' e
Costof revente .. 1, . ...t vt Wl R R L SR X R b= sl
Clienisuppom . .. ..o it s i it s s 635,505 1,429 . . —_ T '66.9834;
Product development. . . . .........civi i inreinas — 6,188 - - 6,1
Sales and marketing - o1, .., .. FL T S N o 1628 0 e 7268 5. 301 - 9,197
General andad?umsum;;re ________ R Ty gigg, - s ?g?g o .:gg . 1870 2‘: gg
Amonization o intangible assets. .. .. ... oL 0L , 2 ) 39 . . —
Cllcnlrelmbursed:xpcnses B I T P '.'.-' 1,260 At _ —- _ 1,260
Total costs and expcnses. e Lelmell L. © 71215 36,663 © 19,643 - 7.870 131,391
IntGme (loss) from operations *.", . . . . I L LA Dol -3 10,438 824,208 '$ (230 $ (787) ' 26546
Intcrest and other ICOME, TEL . . . v oo vnvnrvn v nnnn ’ 1,925
Interest BAPENSE . ..o v vt i et i ey 875
Income before income taxes . ... ... ... ...l ’ 27.596
Benefit for inCome xes. .. .. ...t ianenann (15,287)
Netineome .. ... it iinnsnisnnns e $ 42,883
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AQUANTIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(1) A small portion of our.media business generates reveiue that is presented on a gross basis. Accordmgly,

both revenue and cost of revenue include the cost of media purchased -for ‘our chcms Jng T e
(2) For the year-ended December 31, 2006, stock-bascd compcnsauon expense mcluded in unallocated corpo-
rate expenses wasasfol]ows Lactre, o, Sy . . . Sooe ot
Coslofrevenue............................................,..' ...... FERRE § 5719 .
Client support ...... [EETRE PR R R R 9,237
Product dcvclopmem U e T PR 1,540
Sales and markctmg. s O '-'u":' coee 1207 '
Gencral and admmlstralwe. R RERPERRRY RS e e ’.'.‘.... cess ek 5910
“Total stock- bascd compcnsauon expense- ....... ol .i-:.- ....... " $18,554 554 ‘

L S ,l, ' A v T
(3) General and admlmstranvc expcnsc for:the dlglml -marketing scrwces segmenl mcludes lhe $1 500 reversal
of.a contingent-tax liability..Sce-Note 2 for additional ‘information about this change in coptingent tax |,

liability. R Y T T e B T U Y N P il

We recorded $90,158, $38,070 and $10,554 of revenue from international customers during the years
ended December 31, 2006, 2005 and 2004, respectively. Of our total revenue from international customers,

v revenue from U.K. customers was $65,186, $27,371 and $9,645 during the years ended December 31, 2006,
i 2005 and 2004, respectively. We classify revenue as international or domestic based on the geographic location

} where services are delivered. Additionally, we had $84,110 and $15,752 of long-lived assets in international

| locations, of which $67,448 and $15,752 were located in the UK., at December 31, 2006 and 2005,

! respectively. The majority of these assets are goodwill and other intangible assets. Our remaining long-lived .
assets are located in the United States. i

- Pursuant 16 SFAS No. 131, wotal segment assels have not been disclosed as this information is not

reported to or used by the chief operating decision meker. g ' ' !
Note 16, Selected Quarterly Financial Information (Unaudlted) .
: March M June 30 * September 3) December 31 '
2006 Quarter Ended :
REVEMUE .o\ v it eeenrnennenene e $92,185 $105629  $110981 $133,415 ’

Income from operations . . .........c.00hus 11,153(1) 17,873 19,593 31,254(2)
Income before income taxes............ e 12,270 21,037 23,129 35,547 !
Provision for income taxes........ e 4,655 §.700 9,561 15,114
Netincome .................. e 7.615 12,337 13,568 20,433 ]
Basic income per share . ................. $ 011 § 016 3 018 $ 026
Diluted income pershare .. ... ............ $ 010 § 0I5 5 016 § 023 .
2005 Quarter Ended !
Revenue .............oiuieinnnnnnn. $64997 $ 77,189 .3 78,762 $ 87,457 .
Income from operations .. ................ 11,079 13,274 15,705 20,923 . :
Income before income taxes. . ............. 10,759 12,948 15,620 20,852 '
Provision for income taxes................ 4,349 5,188 6,183 . 9,278 ;
NELINCOME . .. v v erererarianinnnnn, 6,410 1,760 9437 11,574 ’
Basic income pershare <. . ................ $ 010 $ 012 $ 015 $ 018 |

Diluted income pershare . . ............... $ 000 § 01l 5 013 $§ 015
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AQUANTIVE, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Contlnued)

(1) General and administrative expense for the digital marketing services' segméent includes the $1,900 reversal

of a contingent business tax liability. See Note 2 for additional information. .

(2) It includes other operating income of $3,867 resulting from the extinguishment of liabilities. related to
media served prior to 2004, See Note 2 for additional information.
Note 17. Subsequent Events '
In January 2007 we formed a capital and business alliance with Digital Palette Inc., a subsidiary of
Dentsu Inc. We acquired newly issued shares of Digital Palette from a third party resulting in a total
investment of approxifately $4 million and an ownership percentage 6f 19.4 percent of the outstandmg
common shares. Digital Palette is a Japanese corporation engaged in planning, production and consulting
services focusing on digital content. Dentsu, Inc., the largest marketing service firm in Japan, through direct
and indirect holdings is the majority shareholder of Digital Paletie. We plan to build a close relationship with
Digital Palette through such activities as joint training programs to-facilitate the sharing of know-how and*
collaboration in déveloping new clients, and use Digital Palette as our main base in Japan. The mveslmem in
Digital Palette will be recorded at cost in our Censolidated Balance Sheet.

. - . . . : . . . -
v P « . [ . e LI .
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SCHEDUEENLl . . T
AbUA&ﬁVE'lNC o ' '
SR VALUATION ANI) QUALIFYING ACCOUNTS

v “(In thnusands) T he "‘
1 . W 1 o, Gt
Balance &t Balance at
, .. Beglnning L A , Endof

Description ' of Period * -Addltions  Deductions - -*Period

2006: . ™ e e o T S 1}

Allowance deducted from accounts recewablc:' Coe AR T Cee
Allowance for Sales dredits ™. .. [.......:-.0 0 $1259 - $5,159 ' §(4.222) ' 82196
Allowance for doubtful accounts ............. 1,887 '1383 " 1,379y 1,891

Total ............. P $3,146 $6,542° $(5.601) - $4,087"
c2008: - - e e e s et e L '

Allowance deducted from accounts-receivable: e e R
Allowance for sales credits ................. $1,610 $2.634 $(2,985) 7 - $1,259-
Allowance for doubtful accounts ... .......... 1,534 1,827 (1,174) 1,887

X DT $3.144 " $4.161 ' $(4,159) $3.146

2004:

Allowance deducted from accounts receivable:

Allowance for salescredits ................. $ 689 $1,208 g (287) $1.610
Allowance for doubtful accounts ......... Lo 1,344 485 (295) 1,534
Total ......... ST e $2,033 $1,693 3 (582) $3,144

ITEM'9. CHANGES IN AND DISAGREEMENT S WITH ACCOUNTANT S ON ACCOUNT ING ‘AND
FINANCIAL DISCLOSURE .

None.

ITEM 9A. CONTROLS AND PROCEDURES | . - IRV
Evaluation of Disclosure Controls and Procedures T '

As of theend of the period covered by this report, we carried om an evaluation, under the supervision -
and with the pammpatmn of our chief exccutive officer and our chief financial ofﬁccr of the effectiveness of
our “disclosure controls and procedures” (as defined in Rules 13a- 15(e) and ISd-IS(c) of the Securities
Exchange Act of 1934). Based on this evaluation,-our. chief executive officer and our chief financial:officer
have concluded that, as-of the date of the evaluation, our disclosure controls and procedures were effective., -

Management'’s Report on Internal Control Qver Financial Reporting L
(a) Management's report on internal control aver financial reporting, ' i

Manageiment of aQuantive; Inc. is responsible for establishing and mmmammg adequate mternal control
over financial reporting,’ as such ‘term: is defined-in' the Se¢urities Exchange Act of 1934 Rule’ 13a-15(). Urider
the supervision and with the participation of our management, including cur chief executive officer and chief
financial officer, we conducted an evaluation of the effectiveness of our inicrnal control over financial , ,
reporting as of December 31, 2006 as rcqulrcd by the Securities Exchange Act of 1934 Rule 13a-15(c) In
making.this assessment, we used the criteria set forth in the framework in Intemal Control-Integrated *
Framework issued by the.Committee. of Sponsoring Organizations of the Treadway Commission. Bascd- on our

13




evaluation under the framework in Internal ControltIntegtaicd Framework, our management concluded that our
internal control over financial reporting was cﬁ'ecnvc a5 of‘ Dccembcr 31, 2006.

Qur management’s assessment of the effectiveness of our. mtemal contro) over financial reporting as of
December 31, 2006 has been audited by KEMG LLP an mdependem registered public accounting firm, as
stated in their report which is included in llus Annual Repon on Form 10-K.

J: n.:s‘

(b) Report of the registered public accoiiiting firm, Qe

The report of KPMG LLP, the Company’s independent registered public accounting firm, on manage-
ment's assessment of the effectiveness of the Company’s internal control over financial reporting and the .
cffectiveness of the Company's internal control over financial reporting is included in,this Annual Report on
Form lO-K and is mcorporalcd hcrem by reference. -

a1 S s »

(c). Changcs in:Internal Controls IR . e R RY

During the quarter ended December 31, 2006, no change was made to our internal controls over findncial
reporting that has materially affecied, or is reasonably likely-to materially, affect,; our internal control over
financial-reporting: s, v Fu £, - L o T T

[ \I . vl . . elr vy R R T

- ————

ITEM 9B, O‘I‘HER mronmnow 0

None 3

N LA v LT el A . . B L R T UL
PART Il .

[E J e

ITEM 10 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information called for by Part.1IL-ltem 10, is included in;our-Proxy Statement relating to our annual
meeting of shareholders to be held on May 8, 2007, and is mcorporawd herein Dby .reference.,, -y

ITEM 11. EXECUTIVE COMPENSATION

Information called for by Pant III, Ttem 11, is included inOUT Proxy.Stiterment relating 16-our aniial® .«
meeting of shareholders to be held on May 8, 2007, and is im‘:_o'rpq!'_alpd ‘p.ctgin by reference. .

LN I R I AR

ITEM 12. * SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND' MANAGEMENT
AND REMTED STOCKHOLDER MATI‘ERS pa e e N e

e Lo R AR S S R HE RN PPN DAL R
Infonnauon callcd for by.Part1I[; Itcm!lZ is mcluded-m our Proxy-Stalement rclatmg to our.annual. '
meeting of shareholders to'be held ¢n.May 8, 2007, and is incorporated herein.by. reference.  "-'= <.~

 ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, ‘AND DIRECTOR "+

INDEPENDENCE T T O 7 T TR N L PR

. Information called for by, Part,III, ltem .13, is:included in.our Proxy Statement relating to, our.annual
m_clc_:l_mg of sharcholdc:s to be held on May 8; 2007, and is incorporated. herein.by;) rcferenoc L T

vt o FYRTETE O R I L P ) .--'-..upJn.' T f . e
ITEM 14 PRINCIPAL ACCOUNTING FEES'AND SERWCE L A

a0 E N Sty LS LA L B i P BRI
lnfonnatuon-calledlfor by.Part I1L,; Ifem 14, is' in¢luded in our Proxy Statement ‘relating to our. annual :
meeting.of shareholders to be héld on May+8, 2007, and.is incorporatéd herein by. reference. . o
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ITEM 15. EXHIBITS, FINANCIAL STATEMENTS SCHEDULES Lot e

(G

PART IV

Documents filed as part of this Report

- (1) Financial Statements — all consohdalcd f'mancnal slatemcnts of the Company as sct forth under

Item 8 of this Report. . | ° . " P e fe

(2) Financial Statement Schedules — Schedule u Vziludli_on and Qualifying’ Actounts:
: s R . .. .
. ) Exhibiss, it e

Dscrlpllon a3 o S

Exhibit No. :
2.1 " Agreement and Plan of Mergcr dated as of June 27, 2004 among aQuamwe. lnc AmSI Merger Sub,
Inc. and SBI Holdings, Inc.(i)
22 Amendment No. | to Agreement and Plan of Merger dated as of J u]y 27, 2004 among aQuantive, Inc,,
t # Artist Mcrger Sub, Inc, and SBI Holdings, Inc.(j) . . ' '
3.1 Amended and Restated Articles of Incorporation ‘of the reglstram(n)
32 Amended and Restated Bylaws of the. registrant(d)-.-
4.1 Indenture dated August 24, 2004 between aQuanuvc Inc. and BNY Weslem Trust Company as
© " Trustee, including Form of Note(k) e -
10.1 Employment Agreement bctwccn lhc registrant and Brian P McAndrcws dalcd January 20 2000"(&)
10:2 " Restated 2000 Stock ncentive Compcnsanon Plan*(f) ° ‘
103 Restated 1999 Stock [nccnuvc Compensation Plan"(c) ’
104 aQuannve. Inc, Rcstated 1999 Stock'Incentive Compensauon Plan Non:Qualified Stock Opuon Letter
: Agreemen((l)"
10.5 . Restated Stock Option Gramt Program:for Nonemployee Directors: under the 1999 Stock Incentive
o Compensation Plan, logelher with Forms of option Ietter agreements*(o) o
10.6 1999 Employee Stock Purchase Plun*(a)
107 Réstated 1998 Stock Incentive Compensation Plan®(a) 1
10.8 Network Services Agreement between the reglsuam and Spcedcra thworks Inc,, daled February 20,
R I
10.9 Stock Purchase Agreement between the registrant and Bradley Aronson dated Novembcr 25 2002+(f)
10.16 . Sublcasc agreement between Gray Cary Ware & Fredenrich LLP and Atlas DMT LLC dated August 19,
2003(g) .
10.11  Exchange Building Office Lease between Waiton Exchange lnvcstors 1L LL.C and aQuannve. Inc.
dated June 25, 20041
111012 _ First Amendment to Léase bétween Walton Exchiange Investors il, L.L.C. and aQuantwe‘lnc dated
November 5, 2004.(1)
10,13 . First Amendment to Lease between Chicago Fulton Venture, L.L.C,, and aQuantive, Inc. dated
.. April 15, 2004(D) ' '
1014 _Sunimai’y' of 2006 Executive Incentive Program*{n) P el
10.15  Summary of 2007 Executive Committee bonus program*(q)
10.16  Form of Option ‘Agreement betiveeii ‘aQuantive and Clark KOk.lCh Mtke Galgon and Bnan
McAndrews*(o)
10.17.  Option Agreement between aQuantive, Inc: and Brian P. McAndrews, dated March 28, 2005*(0).
10.18 Restricted Stock Award Agreement between aQuanuve. Inc. and Brian P. McAndrews, dated January 2,
2m6*(p) al' HE TP [ AT T
1019 Sub—subleasc agreement between Avcnuc A LLC and Google, lnc dated May 19 2006 .
10.20 Employmcm Agrccment between the rcgnstram and M:chael ’I‘ Galgon, dated Junc 21, 2000“(m)

12.]

Statement Regardmg Rauo of Eammgs to leed Chmgcs
Loy T ) A I YT P 2

LI LY L B
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Exhibit No. Destription
211 Subsidiaries of the reglstram TR LU I . o, L
23.1 Consent of KPMG LLP, mdcpcndem rcgtstcrcd pubhc accountmg ﬁrm .
24.1 Power of Attorney (mcluded on signature page hereof) Coe "

31.1 - " Certification of Brian P. McAndrews Pursuant to Rule 13a-14(a) of the Securities and Exchange Act of
1934, as Adopted Pursuant to §302 of the Sarbanes-Oxley Act of 2002 -~ - ¢ o

312 Centification of Wayne, Wisehant Pursuant to Rule.l3a-14(a)of the Securities and Exchange Act of
1934, as Adopted Pursiant to §302 of the Sarbanes-Oxley Act of 2002

321 Certification of Brian P. McAndrews Pursuant to 18 U.S.C. §1350 as Adopted Purstant 10 § 906 of the
Sarbanes-Oxley Actof 2002 & - ..

322 Certification of Wayne Wischan, Pursuam to 18 US.C. §1350 ‘as Adopted Pursuant to §906 of thc
Sarbanes-Oxley Act of 2002 v

\
+ Pomons of lh1s exhrbu have bccn omnt'tod bascd ona rcqucst for conﬁdcnual treatment submmed to lhe
SEC. The omitted portions have been filed separately with the SEC. . . -  «; :

. +

* Management contract or compcnsatory plan. br‘anangcmcnt ) S T

(a) [ncorporated by reference 10 the’ rchstram s Régistration Statcmcnt on Form S lIA (Reglstrauon
No 333-92301) filed on February 24, 2000 )

I TO R T h A |' L B . T *

(b) Incorporated by rcference to the reg:strant s Quarterly Report on Form lO—Q for l:he quam:r ended Sep-
tember 30, 2000.

(c) Incorporated by rcference 1o the rchstram s Quancrly Repon on Fonn IO-Q for the quarter ended .,
"March 31, 2002. o s

(d) Incorporated by reference to the regxstram 5 Quartcriy Repon on Formi IO-QIA ﬁled on May 15, 2002.

(e) Incorporated by reference to Appendlx ‘A of the reglsmmt s Proxy Slalcmem f led on Apnl 24 2004.
(f) Incorporated by reference to the registrant's Annual, Repon 'on Form 10 K for lhe ycar endcd Decem-

ber 3[ 2002 C ot . - . . .
&) Incorporalcd by reference to lhe rcglslram s Qua.nerly Report on Form lO-Q for the quaner cnded Sep—
.tember 30,2003, . .. e L L e L Y o Lo

() Incorporated by referénce to-the registrant’s Quarterly Report on’ Form-10-Q for the quarter ended - ’

March 31, 2004.
: LYY & T s .2 N . Do e s M) IR M
® lncorporatcd by reference io thie r%g'istrant's Ciirrent chon on Fonn 8-K ﬁled.Junc 28 2004.

: () Incorporated by reference to the registrant’s Quarterly Report on Form 10-Q for thc quarter ended June 30,
2004. TR

(k) 'Incorporated-by reference 10 the'registrant’s Currénit Report ‘on’Form 8-K filéd on August 26, 2004

(1) Incorporuted by reference to the registrant’s Quam:rly chon on Form IO-Q for t.hc quancr ended Scp—
. tember 30, 2004, . , ; - .
L . n ‘1 - Y o . J\). L ' LI

(m) .Incorporated by reference 1o the reglstram s Registration Statement on Form S-1/A (Reglstmuon
No. 333-120675) 'filed on February 4, 2005,

(n) Incoiporited by reference to.the.registrant’s. Annual Report'on Form 10-K for the year ended Decem--.

. ¢ o

-ber 31,2004.. . T T TEL AL A be 1
(0) Incorporated by reference to the mglstrant s Quancrly Repon on Form 10-Q for the quarter ended

March3l 2005 B —" . --‘-) 3 RAFLEA R LI R T
(p) Incorporated by refcn:nce to the reglstram s Cum:nl chon on Form 8-K ﬁled on January 4, 2006." '
{q)r Incorporatcd by rcfcrence to the reglstram s Current chon on Form 8K ﬁ!ed on Febmary 3, 2006
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ot SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934 the Company
has duly causcd this Repont to"be signed on its behalf by.the undersigned, thereunto- duly aulhonzed

L]
A, ‘.

potls AQUANTIVE, INC. v t.2.vo0 v ol A .
TN B R DA RN TT R

By: ' /s!  Brian P. MCANDREWS

. : Brian P. McAndrews
! Chief Executive Officer and President

Date: February 28, 2007

Each person whose individual signature appears below hereby awthorizes and appoints Brian P.
McAndrews and Wayne Wisehart, and each of them, with full power of substitution and resubstitution and full
power to act without the other, as his or her true and lawful attorney-in-fact and agent to act in his or her
name, place and stead and to execute in the name and on behalf of each person, individually and in cach
capacity stated below, and to file, any and all amendments to this Report, and to file the same, with all
exhibits thereto, and other documents in connection therewith, with the Securities and Exchange Commission,
granting unto said attorneys-in-fact and agents, and each of them, full power and authority to do and perform
each and every act and thing, ratifying and confirming all that said aitorneys-in-fact and agents or any of them
or their or his or her substitute or substitutes may lawfully do or cause to be done by virtue thereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below
by the following persons on behalf of the Company and-in the capncmcs indicated below on the 28th day of
February, 2007.

..

Signature * : © Tule
fsf BRIaN P. MCANDREWS Chief Executive Officer, President and Director
Brian P. McAndrews (Principal Executive Officer)
Is! M. WaynNe WISEHART Chief Financial Ofﬁccr.
M. Wayne Wisehart (Principal Financial and Accounting Officer)
/s/  Nicoras ). HANAUER Chairman of the Board

Nicolas J. Hanauer

/s!  RicHarD P. Fox - Director
Richard P. Fox :

fs/  PetER M. NEUPERT Director
Peter M. Neupert ' '

Is! Jack SaNsoLO ' Director
Jack Sansolo -
/s MICHAEL SLADE _ Director

Michael Slade
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Signature

B fs/ LiNDa J. SRERE .

Title

® . . «Director

Linda J. Srere

"It Javnie M. STUDENMUND

. - Director
Jaynie M, Studenmund
! i
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EXHIBIT 31.1

CERTIFICATION.PURSUANT TO RULE 13a-14(a)
OF THE SECURITIES AND EXCHANGE ACT OF 1934
AS ADOPTED PURSUANT TOQ SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Brian P. McAndrews, certify that:

1. 1 have reviewed this annual report on Form 10-K'of aQuantive, Inc.; - .

2. Based on my knowledge, this report- does not contzin any uritrue statement of a-material fact or omit
to state a material fact necessary 10 make th¢ statlements made, in light of the circumstances under which such
statements were made, not misleading with 'respect to the period covered by this report; - e o

3. Based on my knowledge, the financial statemeits, and-other financial information included in this
repoft; fairly present in all material respects the financial condmon reSults of operauons and cash flows of the
registrant as of, and for, the periods presented in this réport; - - Ll c

4. The registrant’s other certifyifig officer and I are responsible for estabhshmg and maintaining
disclosure coritrols and-procédures {as defined in- Exchange Act'Rules 13a-i5(e) and 15d:15(e)) and internal

control over financial | reporting (as defined in Exchange Act Rules 13a-15(f) and 154- IS(f)) for'the rcglstram K

and we have: -

a) Designed such disclosure.controls and procedures, or caused such disclosure’controls and
procedures to be designed under our supervision, to ensure that material information relating (o the-
registrant, including its consolidated subsidiaries, is made known to us by others within l.hDSl: cnuucs.
particularly during the period in which this report is being prepared; s PRI

b) Designed such internal control over financial reponting, or caused such intemal contro}. over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in.
accordance with generally accepted accounting pnncnples ‘ -

. ¢} Evaluated the effectiveness of the registrant’s disclosure controls and pmccdures and presented in
" this report our conclusions about the effectiveness of the dlsclosurc controls and procedures, as of the end
of the period covered by this report based on such evaluation; and : .

d) Disclosed in this report any change in the rcglsuanl 's internal control over financial reporting that
" occurred during the registrant’s most recent fiscal quancr (the reglstrant s fourth fiscal quarter in the case
of an anniual report) that has miaterially affected, or is reasonably’ Ilkeiy lo matenally affecl. the " ™
registrant’s internal control over financial réporting.  °

5. The registrant’s other certifying officer and | have dlsc!oscd based on our most recent cvaluauon of
internal ‘control over financial reporting, to the registrant’s auditors "and the audit committee of the regnsu'am s
board of directors (or persons performing the equivalent funcuon)

a) All significant deficiencies and material wcaknesses in the dcsngn or operauon of mtema] control
" over financial reporting which are reasonably likely to adversely affec( the regnstrant 5 ability to record,
* process, suinmarize and report financial information; and : Coe
b) Any fraud, whether or not material, that involves’ managcmem or other employecs who havé a
significant role.in the registrant’s internal control over financial reporting. ., -

-fs/  BrIaN P. MCANDREWS

. . . . Brian P. McAndrews
vt R Chief Executive Officer and
: President

Date: February 28, 2007 : .
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ST SR N TrE N EXHIBIT 31.2

CERTIFICATION, PURSUANT TO.RULE 13a:14(a)
OF THE SECURITIES AND.EXCHANGE'ACT OF 1934
AS ADOPTED PURSUANT TO SECTION 302 OF THE:SARBANES-OXLEY.ACT\OF 2002

I, M, Wayne Wiseharnt, certify that: ' : S . a e
1. I have reviewed this annual report on Form 10-K of aQuantive, Inc.;, .- - . o

.2. Based on.my knowledge; this report_ does not contain any untrue statement of a-material fact or omit
1o state-a-material, fact necessary to make the statements made, in light of the circumstances under, which such
statements were made, not.misleading with respect to the period covered by ( this report; 1,

P B
v L

3..Based on.my knowledge, the financial statements, and other financial information included in-this,
repott, fa:rly present in.all materiat respects the financial condmon. results .of operations and cash flows of the
registrant as of, and for, the penods presented in this report;-, . e o - _ Ce

.

4. The registrant’s, other certifying officer and [T are. responsible for establishing and-maintaining
disclosure controls. and procedurcs (as deﬁncdom Exchange Act Rules. IBa—lS(e) and intemnal control over -
fi nancnal reporting (as.defined in Exchangc ACI Rules 13a- lS(f) and 154-15(F), and 15d lS(c)) for thc fyee
registrant and we have:

‘a) Designed such discldsure-controls and procedures,.or caused:such'disclosure. controls and
procedures to be designedunder. our supervision, to ¢nsure that-material information relating to the. -
registrant,- including its consolidated subsidiaries, is made known to us by-others w1thm thosc enutles.
particularly during the period in which this report is being prepared;: i . :

+*+b) Designéd- stich interhal ‘¢éontrol over ﬁnanua] reportmg. ‘of caused such intérnal-control over
" financial rcportmg 'to be designed under Gur superv:s:on to provide Teasonable’ assurance regardmg the
reliability of financial reporting and the prépération of-financial statements for extemal purposes in"
accordance with generally accepted accounting principles;

(LR

c) Evaluated the cffecuvcncss of lhc reglslra‘int s dlsclosu‘rc com.ro!s and proccdures and presented n
this report our conclusion$ about the effecuveness of ‘the disclosure rc:cmtrols and prooedures, as of thc end
of the penod covered by thls rcpon baséd ‘o "such evaluation; ‘and

-‘-d-'llJ' -""' b g T +

: - d} Disclosed in this rcport any change in the reglstram 5 internal comrol over ﬁnancnal reporung that
occurred dunng thc registrant’s most recent fiscal quarter (the reg:stram s fourth ﬁscal quarter in 1hc case
of an annual report) that has matenally affected, oris reasonahly, llkely to matcnally affect, lhc
reglstram s internal control over ﬁnancml rcporung

5 The reglstrant s olher cerufymg officer and l have dlsclosed based on our most. reccnt evaluauon of
internal control over financial reporting, to the regxstrant 'S audxtors and the, nudlt commmec of the reg;stram 5. \
board of dlrcclors (or persons pcrfonnmg the equwalcm funcuon)

‘ G ] "o, .
- a) All sngmt‘ icant deﬁc1enc:cs and matenal weaknesses in the dc51gn or operatlon of mtemal control
over financial reporting which are reasonably likely to adversely affect the regisirant’s ability to record,
.process, summarize and report ﬁnﬁgginll information; and L

T S A I
b) Any fraud, whether or not'material, that involves management. or other employees who have-a
significant role in the registrant’s internal control over financial reporting.
R

T . "7 s/ M. WayNe WISEHART
I L M. Wayne Wischan
SRR Chief Financial Officer

Date: February 28, 2007 ' ce
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APV S : ) EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18:0.8.C. SECTION"1350,
AS ADOPTED PURSUANT TO-SECTION 906
OF THE SARBANES-OXLEY-ACT OF 2002

In connection with the Annual-Report of aQuantive,Inc: (the “Company”) on.Form 10-K for the year
ended December 31,.2006 as filed with the Securitiesand. Exchange Commission on the date hercof (the »..i: .
“Form 10-K™), 1, Brian'P. McAndrews, the.Chief Executive Officer and-President.of the Company, centify,.
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to:Section, 906 of the Sarbanes -Oxley: Act of 2002,,.

that: N

P ' N . . sl HEE I
(l) The Form 10-K fully comphes w:th the requnrernents‘of -Section- 13(a) or |5(d) of the Secunues
Excbangc Act of 1934 (15 USC 78m or 780(d)) and e e TRUREINE

(2) T'hc mfonnauon conuuned in the Form 10-K fmrly prcscnts. in*all material rcspccts. the financial® .
condition and results of operations of the Company.

"“fs/  BriaN P. MCANDREWS
" Brian P. McAndrews

Chief Executive Officer and
President’ - )

Date: February 28, 2007
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18'US.C..SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of aQuaniive, Inc, (the “Company”)-on Form '10-K for the year
ended December 31, 2006 as filed with the Securitiés'and Exchange Commissiori on the date hereof. (the
“Form '10-K"), 1;'"M. Wayne Wisehart, the Chiel Financial Officer of the Company, centify, pursuantita’ 18
U.S.C. Section 1350, as adopted pursuant to-Section 906 of the Sarbanes-Ox1éy’Act'of 2002, that: . .

(1) The Form 10-K fully complies with the requirements of Section 13(a) or 15(d) of the Sccuntlcs
Exchange Act of 1934 (15 U.S.C. 78m or 780(d)); and ot TR N .

(2) The information contained in the Form 10- K fa:rly pnescms, in all matena] respecls thc ﬁnancml
condition and results of operations of the Company. - : T W

. r * T
e M e st sl t U

Isl M. WAYNE WISEHART

- . M. Waync Wisehart
e . Chief Financial Officer

Date: February 28, 2007

el T
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aQuantlve

821 Second Avenue, Suite 1800
.Sealtle, Washington 98104

. Je, . ——
A L L SR . ' e H

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held 'l\lesday, May 8, 2007

Py Tt Ty PR ,

DEAR AQUANT]VE SHAREHOLDER VT e . ' R L

On Tuesday, May 8, 2007 aQuanuve, lnc WI" hold 1ls 2007 Annual Mecung of Sharcholdcrs at the
Hotel 1000, Jocated at 1000 First Avepue, Seattle. WA 98104 The Annual Meeting will bcgm at 9 00 a.m. Only
shareholders who owned common stock at the close of business on March 9, 2007, may vote at the Annual
Meeting or any adjournments that may take placc At l.he Annual Meeting we will ask you to:

P o

* elect two Dll’CClOI'S to hold office for the term as dsscnbcd in the attached Proxy Stalemem

M3

* ratify the sclecuon of lhe mdcpcndcnl audltor for 2007; and el
* transact any other business properly presented at the meeting.

Your Board of Directors recommends that you vote in favor of the election of Directors as described
in the Proxy Statement, and in l'avor of the ratmcatlon of the selection of the company ’s mdependent
audnor ror 2007 .

e .y "

Al lhe Annual Mcetmg we will also n:pon on the 2006 busmess resulls of aQuannvc and olher maltcrs of
interest to shareholders. :

To ensure your representation at the Annual Meeling, you are urged to complete, sign, date and retumn the
enclosed proxy card as soon as possibh: in the enclosed postage prepaid envelope. Your stock will-be voted in
accordance with the instructions you give on your proxy card. You may, of course, attend lhe Annual Meetmg
and vote in person even if you have: previguily retumed your proxy card, !

1

By Order of the Board of Directors,

Linda A. Schoemaker
. L ' . Senior Vice Pres:dem General Counsel and
: o o ' Carparare Secrc.rary te
Seattlé, Washington
March 30; 2007
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AQUANTIVE INC. \

"-, - -‘4>’JJ'“

PROXY STATEMENT

L A

‘o ..

[ gt ‘,'-".' '-'. . ,.

INFORMATION CONCERNING SOLICITATION AND VOTING

O U 3*.-' TR Weh WY T

General . .

. ? ARV LY P
The Board of Directors of aQuantive, Inc. (“aQuantive™) is sending you this Proxy Statement in
connection with its solicitation of proxies for use at the aQuantive 2007 Annual Meeting of Shareholders. The
Annual Meenng will be held on Tuesday, May 8, 2007, at the Hotel 1000, located at 1000 First Avenye,
Seaule. WA 98104 ar9: 00 a. m aQuantwe mtends lo‘ give or mall o shareholders_ deﬁmuvc copres Of lhls
Proxy Stalemenl and accompanymg proxy card ori “or about Man::h 30 2007. "

AL N N [ T

L8, i
e W ul

Record Date and Outstanding Shares XL LAY S L
Only shafehidlders who owned Common stock of aQuantive ‘af the élose’of businéss'on March'9, 2007, the
record date for the Annual Meeting, may vole: At that date;.there were 78,559,945 issued.and outstanding

shares of common stock. cee s

o NS B e oo,

Quomm‘ L S e A LT : AT S
o“ LR

A quorum for lhe Annual Meelmg is a ma]onty of |he votcs enmlcd lo be cast ona matter by holders of
shares of common slock entitled to vote, and present, whether in person or by proxy, at the Annual Meellng
. Yo . 'l) [ I I ¥ . LI -
Revocabihty of Proxies ' ' R A 1T

“If you gwe your proxy ‘card to aQuantive, you'have the power to revoke it at any umel'before itis
excrcrsed ‘Your' proxy "card may be revoked by St ' RO

Lo, - T A A T ]

* notifying the. Sccretary of aQuamwe in wntmg bcfore the Annual Meeting; ., .- -, .\ -

+ delivering to the Secretary of aQuanuve before the Annual Meeting a 51gned proxy card with a tater
date; or

» attending the Annual Meeting and voting in person.

Voting B T

You are enmlcd fo one vote for each share of common stock you hold. FFor the ¢lection of Directors, the
two Directors who receive the greatest ‘number of affirfative votes cast by holders of commeon stock present,
in person or by proxy, and entitled to vote at the Annual Meeting will be elected to the Board of Directors.
You are not entitled to cumulate votes in the election of Directors. Abstentions from voting on the election of
Directors will have no impact on the outcome of this proposal since no vote has been cast in faver of any
nominee. The proposal to ratify the selection of independent auditors for 2007 will be approved if the votes
cast in favor of the proposal by the holders of common stock present, in person or by proxy, and entitled to
vote exceed the votes cast against that proposal. Abstentions from voting on this proposal will have no impact
on the outcome since an abstention does not constitute a vote for or against this proposal. Because brokers and
other nominees who hold shares for the accounts of their clients generally have discretionary authority to vote
such shares with respect to the election of Directors and with respect to the ratification of auditors in the
absence of voling instructions from their clients, there will not be any “broker nonvotes” on either of these
matters. ’

If your shares are represented by proxy, they will be voted in accordance with your directions. If your
proxy is signed and returned without any direction given, your shares will be voted in accordance with our




recommendations. aQuantive is-not aware, as of the date of this Proxy Staiement, of any matters.to be'voted
on at the Annual Meeting other than as stated in this. Proxy Statement and the accompanying Notice of Annual
Meeting of Shareholders. If any other matters are properly brought before the. Annual Meeting,:the enclosed
proxy card gives discretionary authority to the persons named in it to voté the shares. Pleaseinote that if you -
own shares through a bank or brokerage firm account and you wish to vote in person at the-meeting; you must
obtain a “legal proxy” from the bank or brokerage firm that holds your shares,

. ..‘.', . [P ) LI .o ol

Solicitation oI‘ Proxies L . . . o
Proxies may be sollcned by ccrtam of aQuantlve § Dlreclors. ofﬁcers and regular employees. wnthoul
.paymenl of any.additional compensanon to them. Proxies may be solicited by personal interview,mail, .
electronic mai! or telephone. aQuantive will bear any costs relating:to such solicitation ofiproxies. In addmon
aQuantive may reimburse banks,.brokerage firms and other persons representing beneficial owners of. shares of
common stock for their expenses in forwa.rdmg proxy materials to such beneficial owners. . -, . -

. l. . " LI I:‘ s . A, 3. .P_ l‘ "I. . H

"y r

..n'- L . L ‘

" .. PROPOSAL1: ELECTION OF DIRECTORS' . " ' -~

In accordance with our Bylaws.' effective as*of the date of the-Annual Meeting, -the ‘Board ol‘ Directors
has fixed the number of Directors constituting the Board at seveén. The-Board is divided in1o three classes,"”
with one class of Directors elected 10 a ‘three-year term at each-annual meeting of shareholdeérs. At the 2007
Annual Meeting, two Directors will be elected to hold office until'the 2010 Annual Méeting 6f Shareholders, -
or until their respective successors are elected and qualified. The Board of Directors has, proposed that the
followmg nommees be elected al thé Annual’ Meeung Linda J. Srere and Jaynie M. Sludenmund each of .
whom currently serves as a Director of aQuantwe The names of Dlrectors whose lerms will continye after lhe
Annual Meeting are, also l:sted below. No fanuly relauonshnp exists among any of lhe Company s Dlrectors or
executive officers. No arrangement or underslandmg ex:sts between any Dlrector or executive oﬁ'lcer and any
other person pursuant 1o whlch any Dlrector was selected as,a D|rector or executwe ofﬂcer

0 s '-."‘l‘v'."
Unless otherwise instructed, persons named in the accompanying proxy will vote for these nominees. '

Although aQuantive anticipates that these nominées will be available to.serve as Directors, should either of *

them not accept the nomination, or otherwise be unable to serve, the proxies will have discretionary’ authority -

to vote for a substitute nominee or nominces. i o

IR A L
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The Board of Directors recommends a'vole"‘FOR"’ approval of this proposal, ~ "' *~ * -
. . : ' PR e, S - CE ey
Nommees for the Board of Dlrectors for 'l'hre.e.Year Terms et -0 St et

Lmda J’ Srere, age 51, has scrved as one-of our Directors since May 2004. She is curremly a- marketmg
and advertising consultant, and from January 2000 to November 2001 served ,as President:of Young & - -
Rubicam Advertising, a worldwide advertising network. From September 1998 to Janvary 2000, Ms. Srere
served as Vice Chairman-and Chief Client Officer of Young & Rubicam Inc, (“Y&RY), an advertising -«
company and parent company of Young & Rubicam Advemsmg From January 1997 to September 1998, she
served as President and CEQ ‘of Y&R's New York office. Ms. Srere-joined Y&R in September 1994 as -~
Executive Vice President and Director of Business Development. Prior to joining Y&R, Ms. Srere was the. - °
Chairmmian of Earle Palmer Brown New York from 1992 to 1994, and Presideni of Rosenfeld, Strowitz, .
Humphrey & Strauss from 1990 1o 1992; both of which-are adventising agencies. Ms. Srere currenily serves as’
a Director of Electronic ‘Arts, Inc,, an intéractive entértainment cornpany, and Universal Techmcal Institute;
Inc., which provndes cducauonal trammg for aulo marine and.motorcycle techmcnans v

.Iayme M. Srudeumund age 52 has served as one “of our Dnrectors smce May 2('}04 Ms Sludenmund also
sits on the boards of Countryw:de Bank, Western Asset Managemcm Forest Lawn and eHarmony com, lnc
In addition, she provides management consulting for several internet businesses. From January 2001 to January
2004, Ms. Studenmund was Chief Opérating: Officer.of Overture Services, Inc.,'during which time Ovenure
was acquired by. Yahoo, Inc. From February:2000 to January-2001, she was President and Chief Operating. -

|




Officer of PayMyBills.com, an internet bill management company, and from 1985 10 1996, Ms..Studenmund.
served as Executive Vice President, Head of Retait Banking, and Chief Marketing Officer of First Interstate -
Bank of California,.now Wells Fargo. From 1996 1o 1998, Ms. Studenmund was the Executive Vice President
and Head-of Retail Banking-at Great Western and then Home Savings, both of which were sold to Washington
Mutual. She.holds an. MBA degrec from Harvard Business Schooliand a BA dcgrce from Wellesley College.

Continuing Directors Whose Terms Expire in 2008

Nicolas J. Hanauer, age 47, a co-founder of aQuantive, has served as our Chairman of the Board since
June 1998 and as a'Director since aQuantive was incorporated in February 1998. He also served as our Chief
Executive Officer from June 1998 t0-September 1999. Since February 2000, Mr, Hanauer has served as a
partner with Second Avenue Partners; a veriture capital and management consulting firm, which he co-founded.
In 2000;-Mr. Hanauer also- founded and served as Chairman of Gear.com, until its merger with Overstock.com
in 2001. In addition, since 2001, Mr: Hanauer has been Co-Chairman and CEOQ of Pacific Coast Feather
Company, a pillow and bedding manufacturing company. From 2000 10 2001, Mr. Hanauer was the Chief
Strategy Officer of Pacific Coast Feather Company, and from 1990 to 2000, Mr. Hanauer served as their
Executive Vice President, Sales and Markelmg Mr. Hanaver holds a BA degree from the University of
Washington. Mr. Hanauer currently serves as a director of HouseValues, Inc., Museum Quality Discount
Framing, Inc., The Insitv Group, Inc. and Pacific Coast Feather- Company. Mr. Hanauer is actively involved
with various community and non-profit organizations, including the University of Washington Foundation, the
Alliance for Education, the League of Education Voters. and the Seattle Downtown Association.

Bmm P McAndrews, age 48, has served as our Chief Exccullvc Officer and a Dircclor since September
1999, and as our President since January 2000. From July 1990 to- Scplcmbcr 1999; Mr. McAndrews worked
for ABC, Inc., a broadcasting and commumcauons company, holdmg executive positions at ABC Sports, ABC
Eniertainment and ABC Television Network From' 1984 to 1989, Mr. McAndrews served as a product
manager for General Mills, Inc., a consumer products manufacturer. He holds an MBA degree from Stanford
University and a BA degree from Harvard University. Mr. McAndrews also serves as a member of the board
of directors of Blue-Nile, Inc., an online jewelry retailer; Fisher Communications, Inc., a broadcasting
company: the Advertising Research Foundation; and the Seattle-Nornthwest chapter of the National Association
of Corporate Directors (NACD). :

Jack Sansolo, PhD, age 63, has served as one of our Directors since March 2002. In addition, from May
2002 until May 2004, Dr. Sansolo served as a member of our Advisory Board. Since November 2004,
Dr. Sansolo has served as Senior Vice President and Chief Marketing Officer of Getty Images, Inc., a creator
and distributor of imagery cotlections. From January 2001 to December 2004, Dr. Sansolo reopened Point A
Consulting, a markeling, communications and advertising agency which he founded and previously operated
from March 1993 to August 1996. From September 1996 to Janvary 2001, Dr. Sansclo served as Executive
Vice President, Global ‘Brand Direction, for Eddie Bauer, [nc., a retailer of apparel and home fumnishings.
Dr. Sansolo holds a PhD degree from Harvard University and an AB degree from Hunter College.

Conlmumg Directors Whose Terms Expire i in 2009

Richard F. Fax age 59, has served as one of our Dlrectors since February 2003 Smce Oclober 2001
Mr. Fox has provided consulting services 1o entfepreneurs and the financial services industry. From April 2000
to September 2001, he was an officer of CyberSafe, an IT security company, serving as President and Chief
* Operating Officer from January-2001 to Sepiember 2001: Mr, Fox spent 28 years with Emst & Young LLP,
last serving as managing partner of the Seattle office. He holds.a BBA from Ohio University, an MBA from
the Fugua School of Business, Duke University, and is a CPA in Washington State. He serves.on the board of
directors of Flow International Corporation, as well as several pnvate companies. Mr. Fox also is Treasurer
and serves on the Board of Trustees of The Seattle Foundauon and on the Board of Visitors for the Fuqua
School of Busmess Duke University.

N ' '

Michael B Slade, age 49, has served as one of our Dlrcclors since December 2002 Smce Fcbrua:y 2000,
Mr. Slade .has served as a partner with -Second Avenue Partners, which he co-founded: From February 1993 to

2




November 1998, Mr. Slade worked at Starwave Corp., an Internet and multimedia products company, ‘serving
as President and-Chief Exccutive Officer from February 1993 to March 1997, and Chauman and Chief
Executive Officer from March 1997 10 November 1998. At Starwave, Mr. Slade launched ESPN.com, i
ABCNews.com and the Go.com network. From November 1992 to February 1993, Mr. Slade served as vice
president of special projects for Asymetrix Corporation, an enterprise productivity solutions company. From
May 1991 to November 1992, Mr. Slade served as Vice President, Marketing for NeXT Computer. From
December 1950 until May 1991, he served as Vice President, Marketing for Central Point Software. M. Slade
began his career at Microsoft Corporation in 1983 and spent seven years there in a variety of product
marketing roles, including Director of Corparate Marketing in Microsoft's systems software division. Mr. Siade
holds an MBA degree from Stanford University and a BA degree from Colorado College. Mr."Slade -currently
serves on the board of the Professional Bowlers Association as well as a number of other privale entitics:,

Pl B . e

.. PROPOSAL 2: RATIFICATION OF SELECTION OF INDEPENDENT AUDITOR"
| - LS L ' ot o o |

General Information E - .. . E ,

The audit committee has selected KPMG LLP (“KPMG") 10 act as the independent registered public
accounting firm for aQuantive for fiscal yéar 2007. The submission of this matter for approval by shareholders
is not legally required; however, the-Board of Directors belicves that such submission is consistent with best
practices in corporate governance and is an-opportunity for sharcholders to provide direct.feedback to the
Board of Directors on an important issue’of corporatergovernance. If a majority of stockholders voting.on the
matter do not ratify the selection of the indépendent auditor, the Audit Committee will reconsider its choice of
independent auditor taking inlo consideration the views of the shareholders and may, bul will not.be requ:red
to, appomt a dlﬁ'crenl mdependem auditor. -. -, . S . .

T
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" Independent Auditor- e o L “

1

KPMG has acted as aQuantive’s independent auditor since May 2002. ‘The Board reserves the right to
change the independent registered pubhc accounting_ firm of aQuantive at any time before or after the Annual
Meeting if it-determines that to-do so would be in the best interests,of aQuantive, A representative of KPMG
is expected to be present at the Annual Mceting, with the opportunity to make a statement, if the representative
so desires, and is expected 10 be available 1o respond to, appropriate questions from sha.reholders

The fees l:nlled for profeqs:onal' seérvices rendercd by KMPG for lhc ﬁscal years 2006 and 2005 were as

fo]]ows ‘ * . .. v - N ', t '
l . .‘ '.i '; PR - ' l ., - . N . .n .ZOM . ‘. zws .

Audit Fees. . ....0....... e e tmien e le.. $1,210,450, 832,200
Audit-Related Fees - .. .. ... .o s s e R + § 351,900 $ 101876 -
Tax Fees'...... Tl e s SRe e 8 115,524 00 899,790
All Other Fees. ;... ol 0l T 8 0 T = '8 38518
CTotal .. e N 8. 677874’ 31073381
The 'services rendered by KPMG LLP in connecuon wuth the fees presented in lhe ‘table above were as _

follows: ‘

Audit Fees

Audu fees relate 10 the services rendered m connecuon with the audit of the Company’s consolldaled
financial statements for the years ended Dccember 31 2006 and 2005, quarterly reviews of financial
statements included in the Company's Forms 10-Q durmg 2006 and 2005, and the audit of internal control
over financial reporting a$:of December 31, 2006.and 2005. Also included in 2006 are fees related to services
provided in connection with the Company's equity offering completed in March 2006,
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Audit: Related. Fees .. feo o Y U U C s o

Audit-related fées pertmn to the audits of the: f'mancna] statements for 1hc Company 5 cmployce bcneﬁt
plans and assnstancc with- accountmg duc dlhgcnce for acquusmons :

W . LIEN . "

TaxFees S N . . a4 . L

]

Tax fccs rclatc _primarily to tax comphance and’ s!ate and mlemauonal tax semces .

LT ] i . .. LR N *
AH Orher Fees . . L. : o ' .
’ ! 4 ' (N

AII olhcr fces -refate to pnvacy consulung services.. . e . Lot

We'are required to obmm‘prc-approval ‘by our'audit committée for all'audit and pénniliéd non-audit
services performed by our independent auditors. In accordance with this requirement, during fiscal 2006,
100% of all audit, audit-related, tax and other services performed by KPMG LLP were approved in advance
by the audit’ committee. The audit cominittee has dclcgatcd the authonly 10 prc-approve ‘audit anid permitted
non-audit services (o the committee Chairman, Richard P. Fox. Any pre-approved decus:ons are presented to
the full audit committee at the next scheduled meeting.

d e R S e
Audit Commlllee Report e et eor SR

‘During 2006, the Audit Committée of the Board was. composed of Rlcha.rd P. Fox, Nicolas Hanauet, and-
Jaynie Studenmund, each of whom the Board has determined meets the -applicable independence and financial
sophistication requirements of the SEC.and' the Nasdaq. In addition,the Board has determined that Mr. Fox is
an “audit commiittee financial expert” under SEC .rules. The Audit:Committee operates under a written.charter
approved by.the Board, which-is posted-on our website.- As'more fully. described in its charter, the Audit ; «
Committee oversees aQuantive's financial reporting process on behalf of the Board.; The Audit Committee, also
reviews the Company’s internal audit function. Management takes primary responsibility for the financial
statements and the reporting process, assures that the Company develops and maintains adequate financial ..
controls and procedures, and monitors compliance with these proccsses aQuantive's mdepcndent auditors are
responsible for performing an ‘audit in accordance with auditing stardards gcncrally accepted in the United
States to obtain redSonabie assurance that-aQuantive’s consolidatéd financial statements ‘re free from materidl
misstatement and for expressing an opinion on the conformuy of the’ f nancial slatemenls wnh accoummg
principles’ genera]ly accepted in the United' States. ' Soaa T .

In this coftéxt, the’ Audit Committee has reviewed the consolidated financial Statements for the fiscal year
ended, December 31,,2006, and has met. and heid discussions with management and the independent,auditors
concerning the consolidated financial statements, as well as the report of management and the independent .-
auditor’s opinion thereon regarding the Company’s internal control over financial reporting required by
Section 404 of the Sarbanes-Oxley Act of 2002. The Committee discussed with the independent auditors the
maiters réquired to be discussed by Statement on Auditing Standards No. 61, as amended by Statement of
Auditing Standards No. 90 (Audit Committee Communications). [n addition, the Committee has discussed
with the independent: auditors' the auditors’ independence from aQuantive and its management, including the
matters-in the letter from the independent auditors required by the Independence Standards Beard Standard

) No. l (lndcpcndcncc DISCUSS!O“S with Audit Committees). )
: Based upon thc Commmcc s review and discussions referred to above, the Committee recommended to
the Board that the audited consolidated. financial statements for the year ended December 31, 2006 be included
in aQuanuvc s Annual Report on Form 10-K filed with the Securities and Exchange Commission.

Respectfully submitted,

Richard P. Fox (Chaxr)
N:colas Hanaucr ’

' . . .. . . o e . . vl f omogt

: Lot ) - ' Jaymc Sludcnmund

* -
* .t ' r. [ e 1

The Board of Directors recornmends a vote “FOR” the rauﬁcntlon of KPMG as our Independem
auditor. T PO S - . o :




' .* CORPORATE GOVERNANCE".. . o

Board Organization; Independence o

.o, : .

The business of the Company is managed under the direction of. the, Board for the benefit of the
shareholders, The Board delegates its authority to management for managing the everyday affairs of the
Company. Senior management reviews ajor actions and initiatives ‘with the' Board prior to implementation.

During the year ended December 31, 2006, the Board consisted of eight members. Effective immediatety
prior to the annual meeting, the size of the Board will be reduced to sevén members. During the last fiscal
year, there were nine meetings of the Board of Directors, All incumbent Directors attended at least 75% of the
Board meetings and the meetings of the committees on.which they serve. aQuantive.does not have a.specific
policy regarding Director attendance at the annual shareholder meeting; however, we try to.ensure that at least
one independent Director is present at the annugl meeting and available to answer any shareholder quesuons
Mr. Jack Sansolo was present at last year's annua] meeting. e

The Board of Directors has determined tHat ‘all of our ‘current Directors are “independent” as defined
under applicable Nasdaq and SEC rules, with the excepiion of Brian McAndrews, who serves us our President
and CEO. The nonemployee Directors periodically meet withomt Mr. McAndrews in attendance. The Board' of
Directors maintains three standing committees — a compensation committee, an audit commitiee and a - .
nominating and corporate governance committée. Because Mr. McAndrews does not serve on any of these
committees, they are each composed solely of mdependcnl directors. The current charters of each of these
committees and our corporate governance policiés are available on the investor relations page of our Web site,
* www.aguantive.com. Also posted on that site is a description of the process for shareholders to send
communications to the Board. -. : e T

' . . - i

Compensation Committee _ .

P . - e - . a, R

The compensation committee a551sts the Board of- Dlrcctors by, among other things:

« determining the compensation for our Chief Executive Officer based on an evaluation of performancc

in light of certain relevant goals and objectives; .

* determining the compcnsauon of our ofﬁcers who report to the Chief Executwe Officer;

. ] - "

. conmdenng compcnsauon plans for our execuuve officers;

Yoy ' S

. consndenng compensauon for Board and Board commillee service, and recommcndmg any changcs in
. such compensauon to the full Board for npproval and

A 1.

. 4

* carrying out othcr duties under our stock incentive compensauon plans nnd other, plans approved by us
as may be assigned 1o the committee by the Board.

H H . . i |:‘ ! oo e -t
The compensation committee may delegate its authority to grant options under the Company's stock

incentive plans.to the Company’s officers, subject.to such limitations-as-may be specified in any.delegation,
Discussion of the role of the consultant, who-is retained directly by the compensation committee, in’ reviewing
executive officer and board compensation, and the role that the Chicf Executive Officer plays in recommend-
ing compensation for other executive officers, is included below in “Compensation Discussion. and.Analysis.”

The current members of the compensation cominittee are Richard P.-Fox, Peter M. Neupert and Lmda J. Srcre.

The compcnsat:on committee met three umes dunng the last- ﬁscal year. . '

o . . b

Audit Committee e I . L . .o N .

ooy B I [ P M

. "

The audit committee assists ihe Board of' Dnreclors in fulfilling its ovcrsnghl responsibilities by, ameng
other lhmgs

' T R . LM g

. rewewmg the ﬁnanc1al mfonnanon o be provided to our shareholdcrs and others, e
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* reviewing the systems of internal controls that ‘our managemem and the Board of Directors have
eslablished;

» reviewing aQuantive's audit process;
* reviewing the Company’s internal audit function; L

_ » selecting, overseeing and, where appropriate, replacing our indcpcnd'clﬁ registered public accounting
firm; and

. reviewing and approving all related-party .transacl'ions

Each member of the audit commlucc must meet ¢ertain mdcpcndencc and financial hlcrucy requlremcnts
The current members of the audit committee are Richard P. Fox, Nicolas J. Hanauer, and Jaynie M. :
Studenmund. As noted above, the Board of Directors has determined that each committee member is
independent under applicable Nasdaq and’Securities and Exchange Commission (SEC) rules. Furthermorg, the
Board of Directors has determined: that Mr. Fox is an*‘audit committee financial expert” under applicable SEC
rules. The audit commitiee met seven times during the last fiscal year.

Nominating and Corporate Governance Committee '

.

The nominating and corpomte governance commmee asslsts the Board of Directors by, among other -
thinps: : )

. approvmg nominations and recommendmg lo lhc Board candldntes for,all Directorships to be ﬁllcd by
the sharcholders or the Board,

» recommending Directors to fill seats on committees of the Board, and Directors to be designated as
chairpersons of such committees;

. recommendmg removal of Dlreclors subject to compliance with our Articles of lncorporatlon and
Bylaws and applicable law, when such removal is warranted pnor to the expiration of their terms of
office;

]

* developing Board membership criteria;

» determining at least annually and reporting to the Board on the independence of Directors and the
eligibility of Directors for Board commitiees pursuant to Nasdag and SEC rules; and

+ considering potential conflicts of interest and making appmpnme recommcndauorls if such are
determined, to exist. IR

The current members of the nominating and corporate governance commitice are Linda J. Srere, Jack
Sansolo, and Michael Slade. The committee met four times during the last fiscal year.-

Director Nominalions and Qualificallons L

The nominating and corporate governance committee will consider nominees for the Board of Directors
recommended by shareholders, although the commiitee is not obligated to recommend such nominees to the
Board, In accordance with our Bylaws, shareholders who wish to-nominate a candidate must deliver written
notice to the Company’s Secretary within the time frames specified in our Bylaws. With respect to the election
of Directors at an annual meeting, notice must generally be delivered no fewer than 45 days and no.more than
75 days prior to the first anniversary of the date on which the corporation-first mailed its proxy materials for
the preceding year's annual meeting. The Bylaws specify alternative deadlines for notice in the event the
annual meeting is advanced or delayed more thon 30 days from the anniversary date of the prior year’s
meeting, or if the election of Directors relates to a special sharcholders meeting rather than an annual mcelmg
The notice of a shareholder’s intention to nominate a Director must include: :

« information regarding the shareholder making the nomination, tncludlng name, address, and number of
shares of aQuantive common stock that are beneficially owned by the shareholder,

6
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g representation that the shareholder is entitled to vote at the meeting &t which Directors will be
elected, and that the shareholder intends to appear in pcrson or by proxy at the meetmg to nominate the

person or persons specified in'the notice;

« the name and address of the pcrson or pcrsons' being nominated and sich othier infon'rllatioﬁ"r'egarding
each nominated person that would be required in a proxy statement filed pursuant to the SEC’s proxy

rules if the person had been nommatcd for election by the Board of Directors;

e,

* a description of any a.n‘angcmcnls or undcmandmgs between the sharcholder and such nommcc and
. any other persons (including their names), pursuant to which, the nomination is made; and

+ the consent of each such nonunee lo serve as a Dlrcclor if elected:"

.

Director candidates may also be recommended to the nominating and corporate governance cornmmee by
the Chief Executive Officer and other Directors and executive officers. ,The committee will evaluate such . . -
nominees against the same criteria that it uses-to evaluate nominees recommended by shareholders. Criteria
used by the nominating and corporate govemance committce to cvaluate Director candldalcs include, without
limitation, experience, judgment,. mdustry knowledgé, skills, diversity, and service on mhcr boards. ‘After
cons:denng the recommendalions of the nominating and corporaic governance commmec. the: mdepcndcm
members ‘of lhe Board of Directors'nominate candldatcs The nommccs mcluded in lhls Proxy Slatcmcm are

all currently scrvmg as Directors of aQunnuve

Code of Ethics '

T

We have adopted a Code of Conducl that apphes to all duecwrs officers and employees The Code of -
Conduct is posted on the investor relations page of our Web site, www.aguantive.com. We intend to satisfy -
the disclosure requirements under ltem 5.05 of Form 8-K regarding any amendment to or waiver of the Code
of Conducl with respect to our Chief Executive Officer, Chief Financial Officer, chief accounting officer,
controller and persons performing:similar functions by posting such information on our Web site,

_ Compensation Committee Interlocks and Insider Board Partlclpauon

The compensation committee currenlly consms of Richard P. Fox Peter M. Neupert "and Linda J. Srere

None of these compénsatiori committee miembers has served as an officer or employee of aQuantive. None of

our exécutive officers serve as'a member of the Board of Directors or compensation committee ‘of any entity
that has an‘executive officer serving as a member of our Board of Directors or compensation committee.

. ¥

Compensation of Dlreclors

Coa

The following table sets forth certain information regardmg compcnsallon for the nonemploycc mcmbcrs

of our Board of Directors for 2006.

Total Fees
' . Eammedor,.”, .. ..
; ' . ' “Paldin Option
Nare . oo Lot 1 Cash * Awards(1)(2) Total($)
Richard P, Fox ...\ oo DD L. $49,500 $196801  $246,301
Nicolas §. Hanaver ..."..... AU U $35000  $195300  $230,200
Peter M. Neupen ... ... i i i i e $35,000 $195,200  $230,200
Jack 8amsolo. . ... ... e e e $32,500 $195,200  $227.700
Michael B.Slade . .........viiiniinaniii i $33,500  $195492  $228,992
LindaJ.Srere............ veeunun.. [P T $39,500° -$233,456  $272,956
Jaynie M. Studenmund . .......... e . $37.500 3233456  $270.956

(1) This amount represents the compensation expense recoghized by the Company during the year ended December 31,
2006, in accordance with the provisions of Financial Accounting Standurds Board Statement of Financial Accounting
Standard No. 123 (revised 2004), Share-based Payment (“FAS 123R") wilh respect to stock options granted in 2006
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and prior years. See “Note 9 —'Stock Option and Employee Stock Purchase Plans” of the Notes to Consolidated
. Financial Statements-included in:our. Annual Report on Form 10;K for the year, ended December 31, 2006, os filed
with the SEC, for more information regarding assumplions wtilized in detcrmining this compensation expense.
(2) As of December 31, 2006, the aggregatc number of outstanding option awards for cach director was as follows: Rich-
ard P, Fox 65,000 Nicolas Hanauer 80,000; Peter M. Neupert 145 000; Jack Sansolo 70000 Michael B. Sladc 50,000,
Linda J. Srere 55,000; Jnymc M. Swdenfnund 42, 500,

Noncmploycc Dlrcctors are compcnsatcd for their services through a combination of cash paymenis and
stock option awards. During the year ended December 31, 2006, honemployee Directors were paid an annual
cash retainer of $17,500, plus fees for cach meeting attended. Thé imeeting fee for attendance at each board
meeting was $1,500, except for telephonic meetings of less than 2 hours duration, in.which case the meeting
fee was $1,000. Commitiee meeting fees were $1,000, and were paid for each meeting attended, ‘unless it was
incidental to a Board meeting. Iri addition, an annual retainer of $10,000 was paid to the-chair of the audit
committee, and'an’ annual retainer of $4,000 each was paid'to the fespective chairs of the compcnsauon
committee and the nommaung and corporate gwcmancc committee, ' - ‘

Our stock option gmnt program for nonemployee Dnrectors prcv:dcs for lmual granls to new. ‘members of
our board upon | thcrr fi st appomtmcm or election, as well as for annual grams for continuing Dlreclors Under
the program that, was m place dunng the year ended December 31, 2006 upon ‘initial clecuon or appomtmem
to the Board, each nonemployee Director automatically received a nonquahﬁcd stock opuon to purcha.se .

‘ 25,000 shares of common stock. One-third of this option vests on each of the first, second and third

anniversaries of the grant date. In addition, under this program, each nonemployee Director who continued to

i serve on the Board received an additional annual grant of an option to purchase 15,000 shares of cémmon

' ' stock on the date of the annual-shareholders meeting. These options vest on thie:earlier of.one full year.after

' the grant date,” or the date of the annual mcclmg ‘of shareholders in the year subscquent to the year of grant

(provided that the meeting date is not more-than 60 calendar days earlier than the date of the meeting at which

: the option was:granted). The exercisé price for al} options granted under'the program is the fair market value
of the common-stock on the. grant date.“The' options granted under the program-haveé a seven year term {excepl

‘ that they expire one year after a nonemployee Director ceases to serve as a Director for any reason). In

o accordance with this program, in 2006 each nonemployee Director received an annual grant to purchase

15,000 shares of common stock in connection with lhc annual shareholders meetlng on May 10, 2006.

In Mm‘ch 2007 the Board of Directors approved certain changcs to, the compensation paid to- . | , ~
Nonemployee Direclors, which are effective as of the second quarter of 2007. In order to simplify the structure
of the cash compensation paid-to nonemployee Directors while maintaining approximately the same level of
: cash compensation, meeting fees were eliminated and annual retainers were established or increased based on
' the amount of meeting fees anticipated 10 be paid in a year with a typical number of meetings under the prior
‘ compensation structure. Accordingly, the annual retainer for all Board members is now $30,000, the annual
‘ retainer for chairs of the audit, compensation and nominating and corporate governance committees is now
517,500, $8,000 and $8,000, respectively, and the annual retainer for other members of the audit, compensa-
tion, and nominating and corporate governance commitiees is now $7,000, 34,000 and $4,000, respectively.
The stock option grant program, for nonemployee Directors was also modified by reducing the number of
options granted upon-initial election or appointment to the Board from 25,000 to 15,000, and by reducing the
number of options granted annually to continuing Directors on the date of the annual shareholders meeting
from 15,000 to 10,000. All othcr terms of lhc stock option grant program for nonemployee Dlrectors are .
unchanged.

. [
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EXECUTIVE OFFICERS- . . - -

The followmg pcrsons are cxccuuvc officers of uQuainuvc 4nd wnll scrve in the capamues nmcd unul h
their successors are duly appomted or until resignation or rcmoval ¥

. - - [N
’ s P -

RV . . TR S \ P L . Executive ;
Name - : T Age . Positlons and Olﬂm WIth nQuanlwe e T mr' .
Brian P. McAndrews ....... 48 ‘Chief Executwe OtT icer. and Premdent ,:.“‘ } L 1999
Michael T. Galgon ........ Ty Chief Stra{cgy Ofﬁcer o . 1998
Scont E. Howe . .. .. Lt 19 - President, DRIVEpm/MediaBrokérs and Atlas . 2006

. <. . Intermational -+ - % ' D e . .
Clark M. Kokich ,....."..- 55 Worldwide President, Avcnuc A | Razorfish * 1999
Linda A. Schoemakc;r. AP " 43 " Senior Vice Prc51dcnt Genernl Counsel and Corporalc ) 2004
'. ' o ' Secretafy , ‘ .. L i .
Karl F. Slebrcchl o .l 738 7 Presidem, Atlas : e K ., . 2006
M. Waync Wlschan e . 61 - Chief Financial Ofﬁcer -; L o .I,.-.,..:. 2006; :

. Fora blographlcal summary of Mr. McAndrews, see "PROPOSAL' {: ELECTION OF DIREC'I' ORS"

Michael T. Galgon, a co-founder of aQuantive, has served as our Chief Strategy Officer since January
2000. From October 1999 to January 2000, he served as our Senior Vice President, Marketing and Business
Development. From October 1998 1o October 1999, he served as our President,and from October 1997 10
October 1998, he served as our General Manager. From October 1994 to October 1995, he served as a full-
time volunteer with Volumccrs In Service To America. From 1990 to 1994 Mr. Galgon served s an officer in
the U.S. Navy. Mr. Galgon holds an MBA from the Harva.rd Business School and a BA dcgrce from Duke -

. Umvcrsny T
L ) . . e e [ A :

Sccm E Howe was.named Prcsndem DRIVEmeMcdlaBrokers and Atlas Intemauonal in August 2006.
Mr.. Howe has been with aQuantive since October 1999. Most recently, Mr. Howe has led the Company’s-, . -
DRIVEpm business, servingas its President since. September 2005 and as General-Manager since DRIVEpm's
founding in December 2003. Prior 1o that, he served as Vice President and General Manager of Avenue A,
Before joining the Company, from 1994 to 1999, Mr. Howe held a number of positions with Boston
Consulting Group, most recently as a manager, and from 1990 1o 1992 Mr. Howe was an analyst with Kidder,
Peabody and Co., an investment bank. Mr. Howe also serves as a member of the board of directors of VA
Software, Inc., an online media, software and e-commerce company. Mr. Howe holds an MBA from- Harvard
Business School and a BA degree in gconomics from Princeton Umvcrsny . A

P AL T I Y R

Clark M. 'Kokich was named Worldwide Pn:sndem Avcnuc A ] Razorﬁsh m Scptember 2005. From .luly
2004 until that ume he served as Prcsndcm Avcnuc A | Razorﬁsh West. From May 2001 until July 2004, he
served as President of Avenue A. From October 2000 to May 2001 M. Kokich served as our President,
Digital Marketing Solutions, Seatile. From January 2000 to October 2000, he served as our Senior Vice
President, Diversified Services, and from July 1999 to Janvary 2000 as our Vice President, General Manager,
Growth Markets Division. From April 1996 10 October. 1998, Mr. Kokich served as President and Chief! '
Executive Officer of Calla Bay, Inc.,.an apparel retailer: From January 1992 to April 1996, he served as the
Director, Sales & Marketing for AT&T Wireless Services, a wireless lclccommumcauons provider. Mr, Kokich
ho!ds a BS degree from the-University"of Oregon.- .o : PR oo '

Linda A. Schaemaker has served as our Scmor Vice Presndent Gcneral Counse| and Corporate Sccretary .
since February 2004, From December 2000 to February 2004, Ms. Schoemaker served as Senior Vice .
President and General Counsel of Advanced Dlgllal lnfonnatlon Corporallon (ADIC), a computer data slorage
solutions provider. Prior to joining ADIC, she was a partner in the law-firm Perkins. Coie LLP and a member
of the firm’s Executive Committee. Her practice focused on corporate finance, .including public offerings,
mergers and acquisitions and venture capital. She joined Perkins Coie LLP in September 1989 and was, .. ...,
admitted as a partner in January 1996. Ms. Schoemaker holds a JD, dcgrc: from the Umvcrsuy of Michigan-
and an AB from Harvard University. T P T T T A SN b




Karl F. Siebrecht was appointed President of the Atlas business unit of aQuantive in June 2006.
Mr. Siebrecht has been with aQuantive since 1999. Most recently, since September 2005, Mr. Siebrecht scrved
as Senior Vice President and General Mdnagcr of Atlas Enterprise. Prior to that ume. he held a variety of |
leadership roles in analytics, product managemcnt business strategy and operations, serving in a Vice
President capacity since January 2002. Prior to joining aQuantive, Mr. Siebrecht was a manager for strategic
marketing and private equity transactions at Bain and Company, a strategic consulting firm in Boston. Prior io
that, he served four years in the United States Navy as a diving officer. Mr. Siebrecht holds an MBA degree
from the Amos Tuck School at Danimouth College; énd a BA degree in economics from Duke University.

M. Wayne Wisehars became our Chief Financial Offtcer on March 27, 2006. Prior 1o this position, he
served as Executive Vice President and Chief Financial Officer of Western Wireless Corporation, a cellular
phone service provider, from January 2003 until September 2005. Western Wireless was acquired by Alltel in
Augusl 2005. Prior to that time, Mr, Wischan served as CFO of iNNERHOST. Inc., a web hosting services
company, from October 2000 thicough February 2002, and as President and CEO for Teledirect International,
Inc., a marketing automation software company, from February 1999 through October 2000, In addition,

Mr. Wisehart spent more than 15 years in the telecommunications business serving as: President and CEO of
Price Communications Wireless, now pan of Verizon Wireless, CFQ of Palmer Communications and its
subsidiary, Palmer Wireless, and subsequently for Price Communications Wireless after it acquired Palmer
Wireless in 1997,

COMPENSATION DISCUSSION AND ANALYSIS

The Company 3 Compensauon Commlttee is empowered to review and approve the annual compensauon
and compensation procedures.for the Company’s executive officers, which currenily include the Chief
Executive Officer and his six executive officer direct repons This Compensation Discussion and Analysis .
presents information about the compensation of these executive officers, including the executives named in the
Summary Compensation Table (the “named executives™). The Committee develops executive compensation
philosophy and it establishes and annually reviews and approves exccutive compensation programs and - .

practices. The Committee ‘also reviews and approves corporate goals and objectives.relevant to these - "
compensation decisions, and evalvatés the performance of the Company’s executives.

Objectives of Compensation Program

The objectives of aQuzmuvc 's compensation program are o cncouragc and reward performance, to align:
employee financial interests with long-term shareholder value, and to attract and retain outstanding employees.
aQuantive's compensation phllosophy is to offer a package mcludlng a compelitive base salary, a compelitive

+ bonus incentive based on individual and corporate achievement goals. equity-based incentives, and competitive
benefits. E.xecuuvc officers receive total compensation packages in hne wnh their responsibilities and
experuse

Reward Peifonnance Performance is micasured through ‘achievement of corporate financial goals and -
individual strategic and operational goals. Base salary and bonus are designed to reward annual achievements *
and be commensurate with the executive's-scope of -responsibilities, demonstrated leadership abilities, and
managemeit experience and effectiveness. In particular, annbal discretionary cash bonuses are awarded based
on an assessment of the individual’s performance against pre-determined quantitative and qualitative measures
within the context of the Company's overall financial performance. In addition, equity incentive compensation
in the form of stock options are determined mkmg into consideration performance levels, and are subject to
vesung schedules that requ:re continued service with the Company.

.Achieve Alignment With Shareholder Value. We seck to align the interests of executive officers wnh
those of our.investors by evaluating ‘executive performance on the basis of a key financial measurement,
adjusted operating income, which we believe should closely correlate 10 long-term shareowner value: Key
élements of compensation that align the interests 6f the named executives with shareowners include annual
bonus awards, which are significantly based on achievement of this key financial metric, and ¢quity incentive

10
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compensation, which links a significant portion-of compensation to shareholder value, because the value of lhe
awards corresponds to stock price appreciation, . : _ _ : .

‘Attract and Retain. We aucmpl to attract and retain our executives by paying competitive compensallon
In addition, equity incentives, which require conlinued service to vest, prowde a key retention device.
. A . NP . Kl . .

Implementing Objectives, Determmlng Cornpensatlon

[ . K] , 1
The Commmec relies on its judgment in makmg compcnsauon dccnslons nfler reviewing the performance
. of the Company and carefully evaluating an executive's performance during the year againsi established goals,,
and conmdcnng peer comparisons. We gcncmlly do not adhere to rigid formulas or necessarily react to.short-
term changes in business performance in determining the amount and mix of compcnsauon elements. We '
consider compeuuve market compensation paid by other companies, and target compensation near the |
50th percentile. We sirive 1o achieve an appropriate mix between equity incentive awards and cash paymcnls i
in order to meet our objectives. Our mix of compensation elements is designed to reward recent results and
motivate long-term performance through a combination of cash and equity mcenuvc awards. We also seek (o -
balance compensation elements that are based on financial, operational and strategic metrics with others that
are based on the performance of aQuantive shares. We believe the most important indicator of whether our
compensation objectives are bemg met is our ability to motivate our named execuuvcs to’ dclwer superior '
perfonmance and retain them to continue their-careers with aQuantive. . :

Peer Comparisons and Role of Compensation Consultant. The Compensation Committee retains an
independent compensation consultant to assist it in its review of executive compensation.- The consultant
retained by the Company in 2006 was Ascend Consulting: In establishing total annual compcnsauon for the
Company's CEO and other éxecutive officers, the Committee reviews each component of the executive's
compensation — base salary, cash incentives and equity incentives — against executive Compensation surveys
prepared by the compensation consultant. The compensation consultant-provides detailed analysis of compet-
itive pay levels for each of these components of compensation for each executive officer. The consultant alsd
provides market intelligence on compensation trends along with general viéws on specific compensation
programs. The consultant does not recommend specific compensation levels for any of the! executive officers.
The consuliant engaged by the Compensation Commitiee used several broad comparison groups in its analysis
based on its determination that they were relevant comparison groups b.u.ed on industry, size of company and
other factors.

The Company’s philosophy is to target each of the components of compensation at the 50th percentile
among comparison group companies. Actual total compensation, however, may vary depending on the
Company’s financial and market performance, each executive's individual perfonnance and |memal equnly

considérations among all senior cxeculwes ‘ g
f 1

Role of Chief Executive Officer. Our CEO asusls the Compensation Commmcc in rcachmg compensa-
tion decisions with respect to the named executives other than the CEQ by evaluating their performance and
recommending compensation levels to the Committee. The other named executives do not play a role in their
own compensation determination, other than discussing individual performdncc objectives and achievement .
with the CEO. L

Tally Sheeis. At the end of fiscal 2005, the Committee initiated the use of “tally sheeis™ for cach of the
Company's executive officers, including the Company’s CEO, which summarize for Committee members the
total compensation received by each of the executive officers during recent fiscal years, as well as noting
payments, if any, that might become owing to, and the value of benefils that might be received by, such
executives in the event their employment was terminated under various conditions. The Committee utilized the
tally sheets again at the end of fiscal 2006 and the Committee, intends to continue to regulasly update and
utilize these tally sheets to support their review of total executive compensation. .

Employment and Severance Agreememts. The Company has employment dgreeinénts with our CEO and’
one of our other named executive officers. These employment agreements were. entered into in 2000 prior to
our IPO. In more recemt years, we have not entered into employmem severance or change-of-control . - .
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agreements with any-othér of our named executive officers. Qur named executives serve at the will of the
Board, which enables the company to terminate their cmploymcm‘wilh discretion as to-the terms of any .
severance arrangement. This lS cou515tcnt with the company s performance bascd employment and compensa-
tion phllosophy

L . W o L B o N L K

Equity Grant Practices. The exercise price of each stock option awarded to our senior executives under
our long-term incentivé plan is the closing price of aQuantive stock on the 'date-of grant. The date of grant is,,
the daie that action is taken approvmg the grant pursuant to the Compcnsauon Committee’s authomy, such as
thé ‘date '0f the Committee’s meeting or the ‘date 6f the”action pursuant té a unanimous consent of the
Coriimiittee, as applicable. During 2006, the Compéhsation Commmee adoplcd guidelines for‘stock opuon "
grant timing that provide’ for annual’ grams to be made at a spccuﬁcd date-in late Fcbruary so that those granis
will be made after the publi¢ release of our year-end earnings. In accordance with-ihese guidelines; an.initial
grant for any newly hired exécutive officer would be ‘made on lhc exccuuve 5 ﬁrsl day of employmenl Wc
prohlblt the repncmg of stock opnons Cr e

L *

' .. . . [
. i -- . ¢ .

Elements of Compensation Program R S .

aQuanuve ] compensauon program con5|sts of three key elements — base salary, bonus mcenuve based .
on individual and corporate achievement-goals, and equity incentives. Other than participation in broad based
employee benefit plans, aQuantive does not provide any perquisites to its executive officers:

v . Vo

Base salary. . Base.salaries for our named executives are.determined with reference to the executive’s
scope of responsibilities, contribution to company performance, expericnce, and breadth of knowledge:
Decisions regarding,salary, increases are made with reference to the analysis performed by the compensation
consultant, which considers levels of,pay among executives in similar jobs within groups of companies.the,
consultant has determined are relevant. ln performing its analysis, the compensation consultant is guided by
the.Company’s philosephy of targeting compensation at the 50th percentile: Typically the base salaries for .
executive officers are reviewed annually, with salary changes effective. as of the beginning of the calendar year.
Adjustments.in the base salaries of executive officers may also.be considered at other times during the year if
warranted by changing: rcspouabnlmes or other factors.. A T U R

" - Annial Ca:s'h‘ln'reniwe Bonus. "~ Our executive officers’ pan:upatc in'an annual cash mcentwe bonus
program. This bonus program is mtendcd to meet the objective of the Committee to includé a sngmﬁcant
component of executive compensation as at-risk incentive pay, and is consistent with recommendations’made
by the; compensation consultant.. Under this program, the aggregate pool that became available for. bonuses
was determined based on the Company's performance with respect to 2006 adjusted operating income targets,
that were established early. in. the.year and were based on the Company’s approved budget. Each executive ,
officer was cligible for a bonus based on a percentage of base salary that the Committee had .individually set
for that executive officer early in the year, These target bonus percentages in 2006 ranged from 50% to 75%
of base salary." Depending on the extent to which the operanng income target was met or €xceeded,’the actual
bonus awards could range from 0% 16 300% of the target. Aftér the end of the Company's fiscal year, the -
Compensation-Corhmittee reviews the Comipany's achievement of the financial target that-had been estab-
lished, a$ well-as'the individual performance of-the¢ CEQ and each of hi$ executive officer direct reports
Bonuses are typically paid in February.

*" The Compensatiori Committee; with input from the CEO with repect to the other hamed executives, uses
discretion in determining for each individual executive the curreit year's bonus, which'can be more than or™. .’

less than:the amount determined by reference to the adjusted operating’income results, The Committee
considers the 6veral] performance of the Company, the performance ‘of the business or function that thé named
executive leads and an ‘assessment of each executive's performance against expectations, which were "' -
established at the beginning of the. year. Thé bonuses also reflect the consistently increasing and sustained
annual financial resulis of the Company..We beli¢ve that the annual bonus rewards the high-performing:
executives who drive thcsle results and incents them to sustain this performance over a long aQuantive career.

+ Equity Incentives. . aQuantive's equily incentive compensation program is designed to recognize the’ .
scope of responsibilities, reward demonstrated. performance and leadership, motivate future superior:™
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performance, align.the interests-of the-executive.with our shareowners’ .and.retain'the executives through the
term of the awards. As a result, each executive officer receives a significant stock option grant when.he or she
joins aQuantive or is promoted to an executive officer. position. Grant-sizes are determined based on various
subjective factors primarily relating to the responsibilities of the individual officers, their anticipated contribu-
tions to aQuantive’s success and prior option grants. In addition, the Committee will periodically grant
additional stock options to executive officers based on their résponsibilities, performance and contributions
during the preceding year, “prior option ‘grants and the need'to retain such-executives. These periodic grams are
frequently annual, allhough the Committee has in the past utilized larger retention grants in whlch case the
recipient of the grant might not receive an additional grant for up to several years. )

Stock options only have valug to the extent the price of aQuanlwe slock on the date of exerc:se exceeds
the excrclse price on' grant date, ‘and thus arean effeclwc compensauon element only if lhe stock -price grows
over the term of the award In this sense, stock options are a motivational tool. The’ amounl of equity incentive .
compensation granted in 2005 and 2006 was based upon the strateglc opcrauonal and financial performancc
| of the Company ovcrall and reflecis the execuuves expected conmbunons 10 1he Company s Iong term '
success. ' ' Taro '

S fLot ' ..'~e R
In March 2005, the Committee approved special retention option grants to three executive ofﬁéers of .the
Company including the Company's.CEO. These retention options were granted based on the significant
ongoing contributions that each of these individuals was,expecied to make to aQuantive in the future, and n
recognition that the large majority of stock .options previously granted:to these individuals, each of , whom had
5 been employed by.the Company for more than five years;, were already fully vested:.These options vest over a
period of six years, with the vesting significantly weighted. to the later years in order to enhance the relention
value of the options, and expire ten years from the grant date. At the time it awarded the retention option
grants, the Committee noted that absent significant changes in factors the Committee may deém (o bé relevant
1o its consrderanons the Committee did not intend to award any nddmonal opuon grants to lhc remplents of *

lhe specnal retentron ‘option grants for the subsequem scveral ycars i 3

1 . b

*

} During ?.006 the Committee approved a stock opuon award for certain of lhe Company s executive

| officers who had not received a special retention grant in 2005. All options gronted by the, Committee have an

i eXercise price equal to the-closing price of aQuantive's common stock on the date of grant. The stock options
gramed become, exercisable at the rate of 20% on the first anniversary of the grant:date, then continue vesting

‘ in equal quarterly amounts over the following 3 years such that they are fully vested 4.years from "the grant .

| date. They have a maximum seven-year term. We believe that this vesting schedule aids the company in
retaining executives and motivating longer-term performance. Under the, terms of the company 's long -term.
incentive plan, unvested stock opuons and unvested reslncled shares are forfened if the exccutive volumanly
leaves aQuantive... N - o L, B T LV L

" No Perqmsrtes We seek to maintain an egaluanan culture in our facnlmes and operauons Officers are

not entitled to operalc under dlffercnl standards than our olhcr cmployees We do not pmvrde officers with
parking spaces or, separale dnmng or olhcr facrlmes. nor, do we have programs for prowdmg perqurs:tes or
other personal benefits 1o offi icers, such as automoblles permancm lodgmg or defraylng the cost of pcrsonal
-enlenammcm or family travel. Qur health care and other insurance programs are the samc for ali eligible
employees, inchiding officers. We expect our officers to be role models under otr Code of Conduct; which is
applicable to all employees, and officers are not entitled to opcrate under Iesscr standards.

FAELEAT RN S B

Chrel‘ Executive Officer. Compensauon . g et es e . ..

" In delermnmng ‘the compensauon for the Company s CEO Bnan McAndrews for 2006, the Compensauon
Committee considered his performance agamst his Fnanc:al strategic and operational goals for the year Like
other executive officers, the key elements of compensatlon ‘for Mr. McAndrcws are base selary cash

incentives, and equity mcemwes " . ,

. [ .

For fiscal 2006; Mr. McAndrcws base salary was mcreased by approxlmalely 16% to $464 400, Thc L.
Committee also established Mr. McAndrews® bonus target for 2006.at 75% of his basesalary, compared to
| . 70% in 2005. The Committee ‘increased Mr. McAndrews’. salary. in recognition of the Company’s strong' -
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financial performance in 2005 and success in achieving strategic objectives, as well as Mr. McAndrews' strong
personal performance, The Committee also-sought to align Mr. McAndrews' base compensation, which was
significantly below midpoint based on the competitive analysis performed by the compensation consultant, to a
leve) that was closer to the 50th percentile. Similarly, the Compensation Committee increased Mr, McAndrews’
bonus target to a Ievel that was closer to m:dpoml based on the competitive analysis.

Following 1he conclusion of the 2006 fiscal year. the Committee approved a bonus of $470,200 for
Mr. McAndrews, which was equal to approximately 135% of his bonus target. This bonus was awarded in
recognition of the Company's strong financial pcrl'ormancc in 2006, as well as Mr. McAndrews’ strong
personal perfonnance

In March 2005 ‘the Commmee awarded retenuon stock options 10 Mr. McAndrews and certain other |
executive officers. These retention options "had extended vesting provisions, vesling over a penod of six years '
with the vesting significantly weighted to the later years in order to enhance their retention value. At the time
the retention grant was awarded, the Committee also authorized an agreement, provndmg that Mr. McAndrews
would be granted, subject to future Committee action, an option to purchdse a minimum of an additional
200,000 shares in January 2006 with an exercise price equal to the fair market value of the Company’s
common stock on the date of grant, which was to vest in the same percentages and on the same dates as the
option grant awarded by the Committee in March 2005, The Committee noted that other than as specifically
contemplated by the agreement with Mr. McAndrews, and consistent with its ‘philosophy for cther setention
option award recipients, absent significant changes in factors the Committee may deem 1o be relevant to its
considerations, the Committee'did not intend to award- any additional option grams to Mr. McAndrews dunng
the several years subsequent lo the Ma.rch 2005 award. "

in January 2006 in sansfacuon of the commitment it had approved in March 2008, the Commmee
awarded to Mr. McAndrews a nonqualified stock option to purchase 85,341 shares, and awarded him_
114,659 shares of restricted stock. The Commitiee made these awards, covering an aggregate of 200,000 shares,
of the Company’s common stock, in a combination of options and restricted stock rather than solely as options
because the Committee noted that-this was necessary in order to confer on Mr. McAndrews the value of the
award they had desired to make in'March 2005, and thereby achieve the desired retentive effect of the award.
These stock options vest, and the restricted stock vests and is no longer subject to forfeiture, over'a period of
approximately'five years, with the vesting mgmﬁcamly weighted to the later years in order 1o enhance the
rctcnuon value of these awards. . ’

Compensation ‘of Other Named Executive Officers

In delenmmng the compensation of each of the other named exccutive officers for 2006 the Committee
compared their achievements against the performance objectives established for each of them at the beginning
of the year. The Committce also evaluated the overall pcrfonnancc of the Company and their contributions to
that performance, as well as, when relevant, the performancc of the business that each leads. Following the
conclusion of the 2006 fiscal year, the Committee awarded bonuses to the other named executives with respect
to 2006 performance under the annual cash incentive bonus program that ranged from approxlmalcly t15% lo
approximately 145% of mdlwdual bonus targets.

Compensation for Non-Employee Directors in 2006

Non-employee directors’ compensation is set by the Board at the recommendation of the Compensation
Commitiee. In developing its recommendations, the.Committee is guided by the following goals: compensation
should fairly pay directors for work required in a company of aQuantive's size and scope; compensation
should align direciors’ interests with the long-term mlcreSt of sharcowners; and the structure of the .
compensation should be simple, transparent and easy for shareowners 1o understand. The compensauon S
committee generally reviews Board compensation at least every other year, and in connection with its review
engages a compensation consultant to advise it.with respect.to market competitive compensation structure and
levels. Like our approach with respect to executive compensation, when establishing compensation for
nonemployee directors the Compensation Committee and the Board considers competitive market
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compensation paid by other companies, and targets total compensation near the 50th percentile. The
compensation of non-employee directors in 2006 is described on pages 7-8.

Tax Considerations .

Section 162(m) of the lmemal Revenue Code Imms the deductibility .of compensation payments in excess

of $1 million in any taxable year to our Chief Executive Officer and certain other executive officers that are
employed by the Company at year end, unless the compensation qualifies as “performance-based” under
federal 1ax law: In making.compensation decisions, the Committee considers the effect of Section 162(m)
together with other factors relevant to the Company’s business needs. The, Company has historically taken, and
intends, to continue taking, appropriate actions, to the extent it believes desirable, to preserve the deductibility
of compensation payments, including stock opuon awards. However, the Committee also believes that there
may be circumstances in which the Company’s interests are best served by maintaining flexibility in the way
compensation is provided, -whether or not compensation is fully deductibie under Section 162(m). Accordingly.
the Committee has not adopted a policy that all compensation paid must be tax-deductible and qualified undeér
Section 162(m). For example, in making the restricted stock award to Mr. McAndrews in January 2006, the
Commitiee recognized that this award may result in nondeductibility of some compensation under Sec-

tion 162(m) in future years, because the value of the shares at the time the vesting restrictions lapse will be
considered as compensation for purposes of 162(m). Nonetheless, the Committee determined that it was in the
Company's best interests to make this restricted stock award to Mr. McAndrews.

COMPENSATION COMMITTEE REPORT

We have reviewed and discussed with management certain Compensation Discussion and Analysis .-
provisions (o be included in the Company s Proxy Statement relalmg to its 2007 Annual Meeting of )
Shareholders. Based on the reviews and discussion referred to .above, we recommend to the Board of Directors
that the Compensation Discussion and Analysis refcrrcd lo above be included in thc Proxy Slalemcm

. Peter _Nq_upen. Chair

. . _ Richard P. Fox
! _ . ' . Linda Srere
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EXECUTIVE COMPENSATION - .

' .

2006 Summary Compensation Table

The following table sets forth certain compensation information for the Chief Exccutive Officer and Chief
Financial Officer of aQuantive and for thie three next most.highty compensated executive officers for the fiscal
* year ended December 31, 2006-(the “named executives™). It also includes compensauon information for the

Company’s former Chief Financia) Officer. . .- Lo :
. . . Slnci( ' Oplhu . All Other 'I‘oul

: v - ' Lot T Bonuy ' wards  *  Awards - Compen- Compen-

Name and Priocipal Positon . . .- Yesr  Sslmys) ® . (sxnm-. SHDY) satlon(4) sationt($)

Brian P. McAndrews ... ........ 2006 . $464,400 -$470200 -$552:615¢ $1,60),289° $3,300  $3,09).804
President and Chief . . L Ce e e .-
Executive Officer - . e . ' -

Michael T. Galgen.... ... Ciue.. 2006 0 $270,000  $182,300 . . — 3 B45202, 53 300 . 81.3:00,802
Chicf Strategy Officer _ N . - . . o

Clark M. Kokich ... . ......... ... -2006  $340,000 $275,400 . . = 5 868.538 . $3. 300 + $1,487,238
Worldwide President R ) . . '
Avenuc A | Razorfish . N . o

Linda A. Schocmakcr._..._._....j.,. 2006 $270.000 $175500 . — § 568413  $3300 '$1.017.2i3
Sr. Vite President, = ) ' e ) B
General Counsel " . ' L . S

M. Waync Wischart . ........... 2006 $211,024  $152,900 — % 331964 — § 695888
Chief Financial Officer(5) Nl . . s - .

Michagl Vemon . .. ... ......... 2006 ‘5114.604 — — —  $1125 % 115729
Former Chief Financial Ofﬁccr(6). A o tee oot g

1) This amoum n:prcscms the compensanon cxpcnsc rccogm?cd by the Company dunng the year ended Dccembcr 3|
2006, in accordancc with the provmom of FAS 123R wilh respect 10’ stock awards gramed in 2006 and pnor years.

. {2) See “Note 9 — Stock Opuon and Employcc Stock Purchnsc Plans" of thc Notes to Consolidated Financial Statements
included in our Annual Report on Form 10-K for the year ended December 31, 2006, as filed with the SEC, (or more
information regarding assumptions uuhzcd in delcm‘llmng this compensation expensc.

{3) This amount represents the compcnqanon cxpensc rccogmzcd by the Company during the ycar ended December 31,
2006 for option awards made in 2006 and prior ycars, with no adjusiment for estimated forfeitures.

(4) This amount represents 401(k) matching employcr contributions.
{5) Mr. Wischant joined aQuantive on March 27, 2006.

' (6) M. Vermon served as uQuantive's Chiel Financial Officer during 2006 until Mr. Wischart joined the Company, after
which time Mr. Vernon continued o be employed by the Company during a transition period. Mr. Vemon's employ-
ment by the Company endcd on May 10, 2006.

2006 Grants of Plan-Based Awards

The following table sets forth certain information With respect 10 oplions and awards granted during the
year ended December 31, 2006 1o the named executives,

Stock Option Exercise Crant
Awnrds; Awards: or Base Date Falr
Number Number of Price of Value of
) of Shares Securities Option Stock and
Type of +« Gram of Stock Undertying Awards QOption
M ] - . ) Award Date ()] Optionsif) (¥Sh(1) Awards
Brian P. McAndrews. . .............. Option 1272006 — 85,341 52534  $i.121,021,
Stock 17272006 © 114,659 — — 52,893,993
Michael T. Galgon . . ..o ........ e —_ — _ - —_ -
Clark M. Kokich ............... P — : - = — —_ —
Linda A. Schoemaker .. ............. Option 1/30/2006 —_ 40,000 52593 § 536,852
Michael Vemon ................. - — —_ —_ —_ —_
M. Wayne Wisehart ... ..,.......... Option 372712006 —_ 150,000 $22.39 31,738,350

(1) Opiion exercise price is equat to the closing markct value on the date of grant,
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Outstanding Equity Awards at 2006 Fiscal Year-End

"The following 1able Sets forth certain mformahon with respéct ’to oulsmndmg opuon awards and slock
awards he]d by the named executives as of Deccmbcr 31, 2006,

R .

, e S e ",. ' Opiton Awards Stock Awards
i ts iy AR - Number of Numherof LHVR I Market Vatue
[ Secarities Securithes Number of of Shares or’
N - *  Underlying *Underlying = - Option Shares or Units  Units of Stock
Unexercised » Unexerclsed Exercise Option of Stock That That Have
¥ ' Opthans(#) Optloas(#) Price Explratien Have Not " Not Vested !
ilile;_ T Exercisable , Unexercisable ($) Date Vested(l) . ($K1) ., ,
Brian P. McAndrews . .. ... .. e 692,106 Ce— $ 1267  09/152009 [T
27,000, ‘= § 8000 022272010. . M
264,000 —  $24000 022872000 o ~
. : . 66,000 - $975% 07282010 :
' 200,000 —  $1250 03227201} -
! T et 282000 T~ §5.L1407 0373072010 Stet
R A 300000 - — S 1490 1ainpon- - - e -
o ST T T 0000t T 00007 8 2720 Disn0)3T - S
66,666 33334 5 B340 03222014 Fohoe e
43,750 456250  $10.770  03N8RO1S . i {
7468 ' 77873 $257a0 GUETADIE Ve T D el
_ Ce e e e - T e . e, 104628 ,$2,580,126
VSUBTOWE . (. o pe e Ce gy 2033990 .. §TT457.. Ler lew v -y 104628 ,32580126
Michael T. Galgon-. . ... v v W e N el v 4500 40 0 — - 0067 067232008t 4 oy et T
T L 150000 < .. 5 .v — 150333 OO8R008 . - 1 fae.. . arr L
TP o 150000 . .= .85 2667 10729720091 .. . . Ty e
: oL 25,000t -+ .V i — v $ 8000 (022272010 L L
o et ' ©OTSO00 . . L =i $1250.10222011 . w, e L T
: o 66667 - .. —3 § 1140 :0SO0R0IL. N . . sy n
100,000 — TS 1490 121972011 4 LTl e LY
.+ . 56000 4000 § 2660 OLDIN0I3
. - e 20000 10,000 5 B340 0372272014
: W e T 30,625 319375 $11.000 0371772015
R T 677792 - 3335 . - L
Clark M. KOKICh . .. ooy bine s 16,830 = $ 1267 OR/16/2009 e
"25.000 —1r...% 8:000 02222010 .
111,667 n e LS 1490 - 121972011 ey
e Y- 12,000 8000  § 2660 +01/0172013 XN RN
+ 26,666 13334 - § 8340  03/22/2014
30,625 319375 - . $11.000  03/1772015 . . N
SUBTOWRY:, o v v v v e s S e 322,788 40,709 C — C e
Linda A. Schocmaker . ... .... PO 24000 16000 $15000  03/1772012 _

' o CTT R dbgoo | sas:930 ¢ osonoyyt C
L s eslser s T0000 .,oznmou.‘ o s
SubTotal:. . .ol 77333 142667 - =

M. Wayne Wisehan . . . ... ... ... e — 150,000, $22.390 . 0372772013 I IR TR
SubTotal:. t .. o..iuenn., e e, 4 — . 150000 .. - . =

Michael Vemon . . ... ................ — L — Rt .o B

TOTAL v vvvttv oo e aannens 3,166,903 1,544,208 w104 628 '$2.580,126°

e ' 0 h T T

‘.

. LI W uy .y -

(l) Bascd on lhc $24 66-marke! closing pncc "of shares of the Company s comman slock on December 29, 2006,"the ldst

-business day of the year. -
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2006 Option Exercises and Stock Vesled S Y

The following table sets forth certain information with respect 10 options exerc:sed and stock awards
vested during 2006 by the named executives. .

.

Optlon Awards Stock Awards
. ) Number of Shares  : Value Realized  Number of Shares  Value Realized

.- ' Acquired on Exercise on Exercise Acquired on Vesting on Vesting
Name oL ' o - 8 #) ($X1)
Brian P, McAndrews ... . ........ e . A 10,031 $237.677
Michael T. Galgon... ... ........ PR = = L= -
Clark M. KOKIth . . o vv s v veneivieinneens 20,000 S, 414,607 - . -
Linda A. Schoemaker. . ... ...... S .. 50,000 o+ S 795607 - -
M., Wayne Wisehan . . ., .......... ... ... —_ _ -_— -_—
Michael Vemon . ... ... . - 375000 ¢ .$7.693.043 n

(1) All option awards were exercised as a “cashless” exercise, which is a same-day sale of the shares acquired upbn exer-
cise. Value realized with respect to option awards represents the difference between the option price paid and the price
at which the shares acquired on exercise were sold. Valuc realized with respect to restricted stock represents the closing
markel price on the vesting daie.

Potential Payments Upon "'l‘erm.ination'nr Change of Control

The following table shows the estimated amount of incremental value of the payments or other benefits
that would be received by the named executives whose compensation is presented in the tables above pirsiant
to applicable employment agreements (in the case of Mr. McAndrews and Mr. Galgon) and under the
Company’s equity plans upona change of control of the Company, or if the employment of the individual
specified was to lerminate under the conditions indicated. The amounts shown assume that the termination was
effective as of the last business day of fiscal year 2006 (December 29, 2006) and that the price of aQuantive
stock upon which certain of the calculations are made was the closing price of $24.66 on that date. The actual
amounts 10 be paid out can only be determined at the time of the change of control or the executive's

termination of employment, as applicable. ~." - y
' v K " 'Termination wio Cause ar for
., L . Good Reason Upon
M c, . ’ ' . Before Change  After Change Other Change In
Name ’ Beneflt(1) . In Control In Control{Z)  Termination Control
Brian P. McAndrews . ......... Séverance Pay’ ’ S 464,400  $ 464400  $116,100 -
Acceleration of Option and 31,430,123 $4,840.425 — © $4.840425
*Restricted Stock Vesting e
Wayne Wisehant . ............ Acceleration of Option Vesling N $ 340,500 - —_
‘Michae) T. Galgon. .. ......... Severance Pay $ 270,000 $ 270.000 —_ —_
Accelerntion of Option Vesling $ 636.898(3) $52.306,932 - 52306932
Clarkk M. Kokich . . ......... .. -+ Acceleration of Option Vesting S = 84,756,273 — -

Linda A, Schoemaker., .. ....... Acceleration of Option Vesting . —_ $1.535,766 — —

e — - - -

(1) Severance pay ambunts arc based on the applicable salary for the year ended December 31, 2006. Vatue of acceleration
of vesting of options is based on the diffcrence between the exercise price of the options and the fair market valuc of
the Company’s commen stock as of December 31, 2006 for those options whose vesting would be acceleraled. Value
of acccleration of restricted stock is-based on the number of shares of restricted stock whose vesting would be acceler-
ated multiplied by the fair market value of the Company's common stock on December 31, 2006.

(2) Amounts shown in this column would be received by the' named cxecutive in addition to amounts, if any, shown in the
columa captioned “Upon Change in Control.” s

¢

3) Appl:es only if termination was without cause, : o

Severance Provisions of McAndrews Employment Agreement, 'Mr. McAndrews’ employment agrcemenl
with the Company, which was entered into on January 20, 2000, provides that either, aQuantive or .
Mr. McAndrews may terminate the agreement al any time. If Mr. McAndrews is terminated without cause, or
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if he terminates his employment for “good reason,” he is entitled to-a severance package consisting of

12 months' base salary and accclerauon of a portion of any unvested stock options equa] 10 the portion that
would have vested during the one- year pcnod immediately following.the termination diite (assuming no
termination had occurred). If Mr. McAsdrews is terminated for cause or if he volumaniy lermmates his
employment without “good reason,” he is entitled 10'a severance package equal 10 three months’ base salary. if
Mr. McAndrews is terminated by a successor corporation to aQuantive without “cause” or if he terminates his
employment wnh,a successor corporauon for “good reason” within one year of a change of control, he is
entitled to a severance package consisting of 12 months’ base salary and full acceleration of any unvested
stock option, Upon a change of control, 50% of Mr McAndrcws unvested stock options immediately vest.
The agreemclnt dogs not provide for any tax gross-ups. -Pursuant 1o the terms of the agreement, Mr. McAndrcws
is also subject to a conﬁdcnualnty, non-competition and nof-solicitation agreemcnl in favor of aQuanuvc

 Severance Provisions of Galgon Employment Agreemeni. Michael Galgon, Chief Slratcgy Ofﬁccr, )
entered into an employment agreement with aQuantive on June 21, 2000, Pursuant to the terms of the )
agreement, either aQuantive or Mr. Galgon may termmalc the agreement at any time upon T no less than 30 days
notice. If Mr. Galgon is terminated without cause or if hc terminates his employment for * good reason” he is
entitled to a severance package consisting of 12 months* “base salary. If aQuantive terminates without cause,
Mr. Galgon shall also be entitled to acceleration of a portion of any unvested stock options equal 1o the poruon
that would have vested during the one-year period immediately following the termination date (assummg Mo
termination had occurrcd) The agreement does not provide for any tax gross-ups. Pursuant 10 the terms of the
employmcnt agreement, Mr. Galgon is also subject to a confidennalny, non-competition and non-solicitation
agreement in favor of aQuantive. ’ ‘ :

" Change of Comirof Provisions Under the 1998, 1999 and 2000 Stock Incentive Compensation Plans.
Unless mdmdual agrtemems provide. othemlsc if a corporate transaction specified in the applicable plan
such as a merger or sale of aQuantive or a sale of all or substantially all of aQuantive's securities or asseis
(other than a transfer to a majority-owned subsidiary), occurs, each outstanding option under the applncable
plan will accelerate and become 100% vested and exercisable immediately before the corporate | transaction,
unless the option js assumed continued or feplaced with a comparable award by the successor corpomuon or
the parent of the successor corporation. Any option held by an executive officer who is subject to Section 16
of the Securitics Exchange Act of 1934, as amended, that is assumed, continued or replaced with a comparable
award in the corporate transaction, other than in specified related-party transactions, will accelerate if the
officer’s employment or services are terminated by the successor corporation without cause or by the officer
for good reason within two years after the corporate transaction. . . . .
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4 . - EQUITY COMPENSATION PLAN INFORMATION R WY

The followmg table $ets forth lnformauon regarding our common stock that may be nssucd upon thc '
exercise of opnons, warranls and other nghis granted to employee:s, consultams or Directors under all of our .
existing cquuy compematlon plans as of December 31, 2006 :

Ly | ' 5'. ' ey

.o e e @ P T (0

L " 'Number of Securities
Moot . R R I " ~'Remaining-Available for
* ' A T o . e . Weighl.ed-Avernge ,Issuance under Equity.
. . ) . Number of Securltlu to be Exercise Price of . Compensation Plans
At e "¢ Issued upon Exercise of - "+ ¥ Ouistanding ) {Excluding « -
oo « ' . .- o Outstanding Options, - .. » Optlons, Wan-anls <y, Securitles Reflected :
Cawry . Lo , —Warrants and Rights " and Rigms(a) e in Cotomn (a))#)
Equity compensation plans approvcd by L ' . . , .
security holdcrs R '.' ' '_' 12,234927 "$9.69 77 " - -3,155,662(1)(2)(3)
L Y VUL B LA I ] ' ' ' .
Equity compcnsauon plans not approvcd ’ e ‘ . L. )
by sccumy holders. e A L 98755 A 55800 : =
Total. . ........ U Lo, Tnaanes2”, T 899" 0 T 3,155,662,

ot . ’ v H LI I

1)) Includcs sharcs n:mamlng ‘available for issuance under our Rﬁlalcd I999 Stock lnccnuvc Plan (lhc “I999 Plan“) as, of
December 31, 2006. Under the 1999 Plan, in addition lo stock optmns. we may grant stock awards restricted’ smck 8
awards and festricted stock 'unit awards. The |999 Plan includes an cvergreen “formula pursuant to which the’ number*
of shares anthorized for grant will be incréased annivally on the first day ‘of our fiscal year by the leastof ™ * MV
(1) 5,250,000 sharcs, (2) an amount cqual to §% of the adjusted average common shares dbistanding of aQuantive 'used
1o calculate fully diluted camnings per share as reported in thc annual report to shareholders for the preceding year, or
(3) a lesser amoum determined by our Board of Directors. Our Board of Dmctors detcrmmcd that 1,500,000 shares, .
would be added 10 the 1999 Plan under the evergreen formula as of the first day “of fiscal yéar 2007. The numbcr in'
the ‘table does not include |hc 1 500 000 shares that 3 wcn: added to thc 1999 Plan as of the first day of fiscel year 2007

{2) lncludcs 77| ,509 shares rcmammg avmlable I'or purchasc under our 1999 Employec Stock Purchasc Plan (the “FSPP' ),
as of Doccmbcr 31, 2006. The ESPP tncludes an _evergreen formula’ pursuant to wluch the number of sharcs aulhonzcd
for gramt will be increased annually by thé least of (1) 750,000 shares, (2) an nmoum equal to 2% of the ndjuslcd avér-

" age cominon shares outstanding"of aQuantive used to calculate fully diluted cammgs per share as reported in the *
annual report to shareholders for the preccding year, or (3) a-lesser amount deiermined by our Board of Directors-'Our
Board of Directors determined that 300,000 shares would be added to the ESPP under the evérgreen formula as of the
first day of fiscal year 2007, The number in the table does not include the-300,000 shares that were added to the’ ESPP
as of the first day of fiscal year 2007. The aumber of shares subject to-purchase under the.currem offering period is
approximately 356,000,

(3) The Stock Option Grant Program for Nonemployee Directors is administered under the 1999 Plan and as of Decem-
ber 31, 2006 provided for the following automatic awards to each of our nonemployee Directors: (a) an initial option
grant to purchase 25,000 shares of our common stock as of Lhe date of the director's initial election or appointment 1o
our Board of Directors, which option vests and becomes exercisable in equal installments on the first, second and third
anniversaries of -the date of grant (assuming continued board service) and (b) an annual option grant 10 purchase
15,000 shares of our common stock immedintely following each year's annual shareholder meeting, which option vests
and becomes exercisable on the first anniversary of the date of grant or, if carlier, the date of the annual meeting of
shareholders in the year subsequent to the year of grant, provided that such meeting date is not more than 60 calendar
days carlicr than the date of the annual mecting at which the option was granted (in each case assuming continucd
board service through the vesting date). Effective March 22, 2007, the Steck Option Grant Program for nonemployce
Directors was amended to reduce the initial grant to an option to purchase 15,000 shares, and to reduce the annual
grant 1o an opticn to purchase 10,000 shares.

Summary of Equity Compensation Plan Not Approved by Shareholders

Restated 2000 Stock Incentive Compensation Plan

The Restated 2000 Stock Incentive Compensation Plan (the “2000 Plan") was originally adopted by our
Board of Directors on November 16, 1999. The purpese of the 2000 Plan has been to enhance long-term
shareholder value by offering opportunitics to our employees, officers, consullarits, agents, advisors and
independent contractors to participaie in our growth and success, and to encourage them to remain in the
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service of aQuantive and our subsidiaries-and to acquire ahd maintain stock-ownership in aQuantive. All of
the stock options grantcd under the 2000 Plan were approved in February 2000, with an exercise price of
$8.00 per share and'a term of 10 years from the daté of grant. All options granted undeér this plan are
nonqualified stock options and vested over a four-year period. Except for cenain transfers that may be '
permitted by the plan administrator, the stock- options granted under the 2000 Plan may not be transferred
other than by will or the laws of descent or distribution and, during the optionee’s lifetime, may be exerc:sed
only by the optionee. An optionee whose relationship with aQuantive or any related subsidiary ceases for any
reason (other. than _termination for cause, retirement, death or disability, as such terms are defined in the 2000
Plan) may exercise the portion of the stock option that is vested as of the date of termination prior 10.the
earlier of the stock optmn s specified expiration date and the three-month period following such cessanon In
the event the optionee is terminated for cause, the'stock oplions térhinate: upon the optionce’s notification of
such cause. In the event the optionee retires, dies or becomes disabled, the portion of the stock option that is
vested as of the date of retiremiént, ‘death or disability may be exercised prior to the earlier of the stock
option’s specified expiration date and one year from the date of the optionee’s termination date. Notwithstand-
ing the foregoing, if the optionee dies after termination but while the stock option js still otherwise exercisable,
the portion of the stock option that is vested as of the date of termination may be exencnsed prior to the earher
of the stock option's specified expiration date and one year from the date of death. - <. -

No stock awards have been granted under the 2000 Plan. As of December 31, 2006, stock options to
purchase 96,755 shares remained outstanding under this plan. By resolution adopted on -Décember 11, 2002
our Board of Directors determined that the 2000 Plan will terminate when all stock opuons outstanding’ under
the 2000 Plan as of the date the resolution was adopled have been exercised or have terminated or expired
according to their terms. Accordingly, no new awards will be granted under the 2000 Plan. '
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SECURITY OWNERSHIP OF CER’]‘A[N BENEF ICIAL OWNERS AND MANAGEMENT .
The followmg table scts forlh as of March l 2007 ccrtam mformauon rega:dmg thc beneﬁcnal A
ownership of our common stock by: wpe . . . . o
. each pcrson known'’ by aQuantlvc to beneﬁcmlly .own'5% or more of .our common slock B
< TY OV, oy .'-.- . .
. each dlrector of aQuanlwe . SR PR
"7+ each executive ofﬁcer of aQuamwe for whom compcnsauon mformauon 13 givcn in the-Summiry
Compensauon Table above, and* v 7 o . e oo
T all Dnreclors and currem 'execuuvc ofﬁcers of, aQuﬁnt:ve as'a group. ' ; , Lol
N "l W ot T L OutstandingSharts ¢
I - C ey - e, . of Common Stock .
v ' ‘ oo : Beneficially * ’

+ Beneficlal Qvwner R v tei vne Owmed(t) .- . Percent of Class

" T. Rowe Price Associates, e 1. D7 8T U0 7,046,800 "L 100% ¢

* 100 E. Pratt Street © 7~ .« Tt ’ oo oue o
Baltimore, MD 21202(2):  ~ -+~ T e
EMR,Inc. . ....... .00 v o s ey e e ceeni .. 6499975 .. . B3%

'--82 Devonshire Street. -, . .. . .., . e L e, . e,

: Boston MA 02109(3) O T L S
Mazama Capltal Managemem Inc. .:v.... e e ent e o 5,830,246, 0 T4% |
OneSWColumbna U P s e TR AT
Portland, OR 97258(4) ' _ _
Nicolas-J. Hanauer(5) . . ... P PR S 4,365,651 . 56%
1000 Second Ave., Suite. 1200 )

Seattle, WA 98104 : ‘ S .
Richard P FOx(6) ... ....ooviiiiininnnenaenenes e 54,458 ‘ .
Brian P MCANArews(7) . . . ..ot i e et i 2,299,056 2.9%
Peter M. Neupert(8) P 130,000 ' .
Jack Sansole(9). ............. P P 41,000 *
Michael B. Slade{10).......... e IEEE TR . 35,750 N
Linda J. Srere(8) . .. v vvvvennn... e 31,667 .
Jaynie M. Studenmund(8) ........... . ...l P 19,167 *
Michael T. Galgon(11) . ...... ... ... .. . cvat. e 943,392 1.2%
Scott E. Howe(12). ... e e e e - 68,610 * -
Clark M. Kokich(13) .. ...........¢ e © 210,880 *
Linda A. Schoemaker(l4) . ........ ... . i, " 97,937 *
KarIFSlebrccht(IS)...._.-...................- ......... ' 91,528 *
M. Wayne Wisehart(16). . ... J . ven e, - 40,000 .
All Directors and current executive ofﬁcers as 8 group .
(14 persons) ....... v e B e 8,429,096 10.3%
* Less than I% of the outstanding'ishares_ of commoen stock.
(1) Beneficial owncrshib is determined in accordance with rules of the SEC and includes shares over which the indicated

" beneficial owner exercises voting andfor investment power. Shares of common' stock subject 1o options curremly exer-
cisable or exercisable within'60 days are dccmed outstanding for computing the percentage ownership of the person
holding the options but are not deemed outslandmg for computing the percentage ownership of any other person.

(2) As disclosed in Form 13G filings in January 2007, T. Rowe Price Associates, [nc. reports sole voting power for
1,746,700 shares of the total 7,946,800 shares held.

(3) As disclosed in Form 13G filings in February 2007, FMR Corp. reports sole voting power for 671,743 shares of Lhe
total 6,499,975 shares held. ' ) :
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{4) As disclosed in Form 13G filings in February 2007, Mazama Capital Management, Inc. reports.sole voting power for
3,424,413 shares of the lotal 5,830,246 sharcs held. » . . O _—
(5) Includes 65,000 shares subject to oplions exercisable as of or within 60 days of March 1, 2007. Tae
(6) Incledes 50,000 shares subject lo options exercisable as c')i"c:)r"\irilhillr 60 da;s of March- 1, 2007, "
(7) Includes 104,628 unvesied shares from restricted stock awards, and 2,061,572 shares subject 1o options exercisable os
of or within 60 days of March |, 2007,
(8) Represents shares subject (o options cxcrcisable as of or within 60 days of March 1, 2007.
(9) Includes 40,000 shares subject to options exercisable as of or within 60 days of March 1, 2007.
(10) Includes 35,000 sharcs subject to options exercisable as of or within 60 days of March 1, 2007.
{11} Includes 688,167 sharcs subject to options excrcisable as of or within 60 days of March 1, 2007.
(12) Includes 61,026 shares subject to options exercisable as of or within 60 doys of March 1, 2007.
(t3) Includes 209,333 shares subject to oplioﬁs excrcisable as of or within 60 days of March 1, 2007
(14) Includes 95,332 shares subject 1o options exercisable as of or within 60 days of March 1, 2007.
(15) Includes 89,833 shares subject to options exercisable as of or within 60 days of March 1, 2007.

(16) Includes 30,000 shares subject to options exercisable as of or within 60 days of March 1, 2007,

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Exchange Act requires the officers, Dircctors and persons who ‘own more than 10%
of a registered class of equity securities of aQuantive to file reports of ownership and changes in ownership
with the SEC. Officers, Directors and greater-than-10% beneficial owners are required by SEC regulations to
furnish aQuantive with copies of all Section 16(a) forms they file.

Based solely on our review of the copies of such forms we received, or written representations from
certain reporting persons that no forms were required for those persons, we believe that during 2006 all filing -
requirements mandated by Section 16(a) applicable 10 our officers, Directors and greater-than-10% beneficial
owners were complied with, excepting one Form 4 for Nicolas Hanauer which was filed late in error.

SHAREHOLDER PROPOSALS FOR 2008 ANNUAL MEETING

Under the SEC's proxy rules, shareholder proposals that meet certain conditions may be included in the
Proxy Statement and form of Proxy for a particular annual meeting. Shareholders that intend to present a
proposal at the 2008 Annual Meeting of aQuantive must give notice of the proposal to aQuantive no later than
December 1, 2007 for it to be considered for inclusion in the Proxy Statement and form of Proxy relating to
that meeting. In addition, shareholders that intend to present a proposal that will not be included in the Proxy
Statement and form of Proxy must give notice of the proposal to aQuantive not earlier than January 15, 2008
and not later than February 14, 2008. Pursuant to Rule 14a-4(c)(1) promulgated under the Exchange Act, the
proxies designated by aQuantive for the 2008 Annual Mceting will have discretionary authority to vote with
respect to any such proposal that is received after February 14, 2008. Furthermore, receipt by aQuantive of

. any such proposal from a qualified sharcholder in a timely manner will not guarantee its inclusion in the proxy

materials or its presentation at the 2008 Annual Meeting because there are other relevant requirements in the
SEC’s proxy rules. :

OTHER MATTERS

As of the date of this Proxy Statement, the Board of Directors does not intend to present, and has not
been informed that any other person intends to present, any matters for action at the Annual Meeting other
than the matters specifically referred to in this Proxy Statement. If other matters properly come before the
Annual Meeting, it is intended that the holders of the proxies will act with respect thereto in accordance with
their best judgmen. '
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Copies of the ‘aQuantive 2007 Annual Report'to Shareholders; which includes aQuantive's Annual Report

on Form 10-K, are being mailed to shareholders, together with-this Proxy Statement, form of Proxy and Notice |

of Annual Meeting of Sharcholders. Additional copies may be obtained from the Secretary of aQuanuvc, 821

Second Avenue, Suite 1800, Seattle, Washmgton 98104, ,
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Shareholder Information:

Exchaﬂge: Nasdaq -

Ticker; AQNT -

Transfer Agent: Mellon Investor Services, (800) 522-6645, www.melloninvestor.com/isd
Independent Public Accountants: KPMG LLP

Contact Information:

Address: 821 Sccond Avenue, Suite 1800, Seattle, WA 98104
Phone: (206) 816-8700 '

Fax: (206) 816-8808

Investor Relations Contact: www.investors@aquantive.com

Senior Officers:

‘Brian P. McAndrews, President and Chief Executive Officer

Michael T. Galgon, Chief Strategy Officer |

Scott E. Howe, President, DRIVEpm/Media Brokers and Atlas lnu:matic_)r.lai

Clark M. Kokich, Worldwide President, A’vem;e A|Razorfish _
Linda A. Schoemaker, Senior Vice President, General Counse! and Corpor.ate Secretary
Karl F. Sicbrecht, President, Atlas T

Wayne Wischart, Chief Financial Officer

When used in this annual report, words such as “anticipaies”, “believes™, “expects”, “future”, and “intends” and similar capressions
are intended to identify forward-looking statements, Forward-looking statements reftect eQuantive Inc.’s curment expectations, plans or
projections and are inherently uncenain. Actual resulis may differ significandy from these expectations, plans or projections. Readers are
cautioned nol to place undue retiance on these forward-looking statements, which speak only as of the datc hereof. aQuantive, Inc.
undertakes no obligation to publiciy release any revisions Lo these forward-looking stalements that may be made to.reflect events or
circumstances after the date hereof or to refiect the occurrence of unanticipated events. Readers are urged, however, (o review the factors
set forth in repons that aQuantive, Inc. files from time 1o time with the Securities and Exchange Comsmission,
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